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New York Escrows 


If you have any documents pertaining to New York real 
estate to be placed in escrow pending completion of any 
agreement in New York City, we are equipped to act as 
escrow agent with efficiency and at moderate cost. 










For over fifty years, we have been closing real estate 
contracts for our clients and have acquired the necessary 
experience to solve the various difficulties that ofttimes arise 
in connection with real estate. 
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Fiduciary Service 
in New York State 


With over three-quarters of a cen- 
tury of continuous fiduciary experi- 
«Sri, aga ence in New York State, we are glad 

; to extend to banks and trust com- 
panies in other states full co-opera- 
tion in the handling of estate and 
trust problems of their clients re- 
quiring special attention in this state. 
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Your Problems in Time 
of Uncertainty 


City Bank Farmers Trust Company, in its 119 years of 
experience, has dealt with the problems of managing 
property in its various forms during four periods of war- 


time uncertainty. 


Even in the best of times those problems are difficult. 
They require time, experience and judgment. But in 
these war-torn days, when a world revolution is in process 
and sovereign states, centuries old, are being destroyed, 
such problems demand experience and organization. 

The long and varied experience of City Bank 
Farmers Trust Company, which has served successive 
generations during the trying times of the past, can be 
called upon today and will be available in the years tocome. 


EXECUTOR * CUSTODIAN OF SECURITIES * TRUSTEE 
MANAGEMENT OF INVESTMENTS 


TRUSTEE * PAYING AGENT * TRANSFER AGENT 
REGISTRAR FOR CORPORATIONS 
PAYING AGENT FOR STATES AND MUNICIPALITIES 


City Bank Farmers 
cunrane wax L7USL Compal 


Head Office: 22 William St., New York; Uptown Office: Madison Ave. at 42nd St.; 
Brooklyn Office: 181 Montague Street 


Information may also be obtained through any branch of The National City Bank of New York 
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[The purpose of this section is to report factually and appraise objec- 
tively the effect of those current events and trends—both military and 
civil—which have the strongest impact on capital earnings, value and 
productiveness. A notable discussion and editorial panel provides direct 


contact with those fields of economic activity on which are dependent 
the security of investment funds. Official reports, news and research 


from industrial and governmental as well as financial sources are 
reviewed currently, digested and reported by panel members, with 
collaboration of outside authorities. 

Through this forum the threads of common interests are brought 
together from the key lines, for constructive criticism and understand- 
ing of the relationship of economic events to the financial community.] 


APPEASEMENT ON THE HOME 
FRONT—“American industry is be- 
ing held for ransom by labor organ- 
izers who are... engaged solely in 
manoeuvres designed to preserve for 
certain individuals the power priv- 
ileges of bygone days,” states the 
Financial News of London. We can- 
not criticize this British view on the 
ground of partiality to their war aid; 
O.P.M. director Knudsen has confirm- 
ed this danger. We realize that in 
these days the one sure invitation to 
national death is to follow that old 
saw of the musket and saber days: 
“Don’t shoot ’till you see the whites 
of their eyes.” We know what hap- 
pens to those who are not prepared 
to shoot when they see the “black- 
ness of their designs.” 

This war for preservation of man’s 
right to rule not only his own political 
but also his own economic destiny is 
not going to wait on our whims, or be 
won by half measures. During this 
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year alone we have already lost nearly 
25 million man-days through strikes. 
The Labor Department report of 2,349,- 
600 man days lost in 123 vital defense 
industries in the sixteen months to 
October 1st is misleading, when it omits 
such basic stoppages as in the bitumin- 
out coal shut-down, with a loss of six 
million man-days, and the military share 
of the million lost in the Ford River 
Rouge strike. It also doesn’t indicate 
which strikes affected strategic bottle- 
necks. We can’t have much butter or 
guns at this rate. 


Such “sabotage” is a black page in 
our political history and in the record 
of labor unionism, whose growing pains 
should not be allowed to interfere with 
the main job of national defense. Above 
all, we need a just and effective labor 
policy, courageously and impartially 
carried out by the government. Other- 
wise we may forfeit victory and labor 
its rights to freedom and advancement 
when the days of universal sacrifice are 
over. The civil war promoted by such 
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“leaders” as John L. Lewis at a time 
of national crisis looks like rankest 
treachery not only to our country but 
to the millions of patriotic, capable and 
fair-minded workers—union or non- 
union—who, as the vital army of the 
production line of defense, are disarmed 
by strike tactics. 

If this labor condition is not quickly 
rectified by legislative action, it is like- 
ly to result in either punitive and im- 
passioned interference with legitimate 
rights of labor; or in the most disgust- 
ing political appeasement that we have 
ever known, in which case wage-earners 
and salaried workers stand to become 
tools of a labor dictatorship. The al- 
ternative is for government to declare 
a bill of rights applicable not alone to 
the defense effort but as well as to the 
difficult times of post-war readjustment. 

Such a bill, it is recognized by those 
concerned with the mutual welfare of 
industry and labor, must contain pro- 
tection of employees from increased 
costs of living, must preserve balanced 
bargaining powers, provide secret-bal- 
lot union elections to enable house- 


They’ve Settled Another Strike 


Copyright, 1941, New York Tribune Inc. 
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cleaning and assure freedom of the 
labor polls, and require public account- 
ing for union finances. A status quo for 
unionization as was introduced during 
the last war, is necessary to avoid gov- 
ernment seizure of plants and diversion 
of the army from their essential train- 
ing. 

But legislation alone is no cure-all; 
government’s role in a democracy is 
not as boss but as referee. 


PRICE RAISING BILL—After almost 
three months’ deliberations, the House 
Banking and Currency Committee has 
finally reported a Price Control Bill. The 
inflationary possibilities of the original 
bill have, unfortunately, been substan- 
tially reinforced by the provision that 
agricultural prices could not be fixed be- 
low the 1919-1929 level. This bill has 
clearly become a price raising rather 
than a price fixing bill; it sets the stage 
for an agricultural price-wage-industrial 
price spiral. This works as follows: 


Agricultural prices may be fixed in 
terms of a fluctuating base which will be 
increased by any rise in these prices. 
Thus, if agricultural prices rise to 130% 
of parity, which is the approximate max- 
imum permitted under the present bill, 
the effect would be a substantial increase 
in the cost of living which in turn will 
become the basis for requests for in- 
creased wages. Although in the early 
stages of the war effort, it was possible 
to absorb wage increases out of profits 
due to increasing volume or technolog- 
ical changes, in most industries today 
this is no longer possible because max- 
imum capacity has been achieved. Hence, 
further wage increases in most instances 
will have to be accompanied by rises in 
industrial price. But these rises in in- 
dustrial prices raise the base with which 
agricultural prices are compared and 
hence make possible still further rises 
in agricultural prices and so the spiral 
continues. 

Recently a great deal of agitation has 
been fomented to substitute the Baruch 
plan which is embodied in the bill spon- 
sored by Representative Gore, for the 
present bill. The criticisms of the Bar- 
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uch plan were outlined on page 341 of 
the October issue of this magazine. This 
substitute is being urged because an 
inflationary spiral is threatening. When 
the selective Price Control Bill was init- 
ially introduced, great fears were also 
expressed that unless it were passed im- 
mediately, price rises would immediate- 
ly get out of hand. The record since 
the beginning of August indicates that 
- these alarms were somewhat premature. 
Thus, the comprehensive index of the 
Bureau of Labor Statistics was 91.7 on 
November 8th, as compared with 89.2 on 
August 2nd. Moreover, there has been 
little change in the general level of whole- 
sale prices in the last month and a half. 
The sensitive price index has also shown 
little change since the time when this bill 
was introduced. These figures indicate 
that inflation has been more talk than 
reality during these past few months. 
Important changes are required to es- 
tablish an effective mechanism for price 
control. A successful bill would require 
making agricultural prices subject to 
the same controls as other prices. A 


licensing provision should be included 
because it is essential to effective en- 


forcement. The use of a single date, 
such as October 1st, as an indication of 
what is a desirable price is unfair to all 
industries which have thus far voluntar- 
ily, or under the threat of legal sanction, 
refrained from raising prices. The bill 
should also provide for complete coor- 
dination of all price control powers in 
the hands of one agency. 

Direct price control alone will not pre- 
vent an inflationary price rise if the 
stage is set through the creation of large 
amounts of purchasing power when, as 
now, it is not matched by a correspond- 
ing expansion in the supply of goods. 
Fiscal policy designed to divert current 
purchasing power to the government 
through increased taxation and the sale 
of securities to individuals rather than 
to commercial banks is also necessary. 


“ERSATZ” — THE GUEST THAT 
COMES TO STAY—American scientific 
ingenuity and scientific skill are being 
challenged as never before by the pre- 
sent total war emergency. Political 
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events have shut off certain sources of 
raw materials and have made other 
sources of supply insecure or inade- 
quate. The resources of American re- 
search laboratories are being taxed to 
the utmost to develop substitute mater- 
ials to offset these shortages. 

Any use of substitute materials that 
is to be of major benefit to the Amer- 
ican defense economy will have to con- 
sider the folowing points: 

a) How can the research laboratories 
of individual industrial enterprises aid 
in the development of substitutes? 

b) How can industries get together 
and pool their research facilities in 
order to produce the needed substitute 
materials? 

c) Should industrial enterprises in- 
dividually or industry collectively bear 
the risk of substitute material produc- 
tion? ' 

d) Should substitute materials be fin- 
anced by private industry, or subsidized 
by the government, or should both join 
in financing? 

e) Will anti-trust legislation be 
brought into action if industry gets to- 
gether to develop substitutes? 

A further problem is the status of 
the substitutes after the war. When 
normal trade is established, will those 
plants that are uneconomical have to 
disappear immediately? Some of these 
plants may be converted to other types 
of production. There is also the ques- 
tion of whether high tariffs should be 
used to protect the uneconomical pro- 
duction of substitutes to keep such in- 
dustries intact for future defense emer- 
gencies. The capital investor is espec- 
ially concerned to assure himself that 
he will not be “stuck” with useless 
plants once the emergency is over, and 
to discover what type of substitute pro- 
duction offers the greatest assurance 
of permanency. 

It is therefore important to remember 
that many substitutes may turn out to 
be better than the material which they 
displace. Many substitutes are guests 
that come to stay. It is vital for the 
capital investor to know what particular 
“ersatz” is a permanent guest. It may 
turn out that some “ersatz” plants will 
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be useless after the war because of the 
high costs of producing the substitutes 
when the original products can again be 
obtained in adequate quantities. 


As a corollary to the problem of substi- 
tutes standardization to conserve mater- 
ials is necessary. Fewer types of raw, 
semi-finished and finished products will 
aid in speeding up the defense program. 
The creation of uniform standards and 
the simplification of types will mean 
the development of new machine tools. 
How will such retooling of plants affect 
production costs? The defense emerg- 
ency and the concomitant development 
of substitute materials, together with 
the simplification of industrial stan- 
dards, will make it imperative that 
the capital investor inquire into these 
problems which are ordinarily in the 
field of the engineer. As at the begin- 
ning of modern capitalism, the techni- 
cal risk which the investor takes is 
high, but his chances of profit can be 
correspondingly large—either absolute- 
ly or relatively, depending on govern- 
ment tax and business policies.* 


*Eric M. Albricht, one of the best 
qualified and most realistic students of 
industrial science and technology in both 
Germany and the United States, will dis- 
cuss this matter in the December issue of 
Trusts and Estates. 


DEFENSE — OF POLITICAL 
FENCES?—Secretary Morgenthau’s in- 
telligent and timely six-point program 
for cutting public non-defense expendi- 
tures carries farther what has been 
urged with such statesmanship and re- 
ality by Senator Byrd, and seconded 
lucidly by President Benson of Hard- 
ing College, National Economy League 
and Brookings Institution. Many of 
the items in the last annual peace-time 
budget (1938-9) of 8 billions no longer 
have justification on any grounds ex- 
cept as political pap or palliatives. In 
fact they interfere at many points with 
the chief job of defense, and aid and 
abet the inflationary trends or some form 
of “legalized” default after the war. 
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Instead of priming the pump, the job 
now is to keep it from overflowing. All 
deferable public or civic works projects 
should be removed from competition 
with defense for men and materials as 
well as money, thus at the same time 
laying the basis of a backlog to meet 
a post-war let down. Is there any legit- 
imate reason why everyone should be 
called on to sacrifice — except politic- 
ians, some farmers and some laborers? 
The Secretary of the Treasury recog- 
nizes this in calling for cuts of one 
billion in the federal budget, specific- 
ally of $139 million in road appropria- 
tions, of unnamed amounts through re- 
duction or postponement of certain re- 
clamation and river and harbor pro- 
jects, “drastic” cuts of farm aid from 
the present billion dollars a year, and 
from rural rehabilitation, as well as 
elimination or drastic reduction of 
activities of C.C.C. and N.Y.A. which 
interfere with defense. In the “item” 
of relief and work relief additional econ- 
omy could be effected, but this was a 
conspicuous omission from the Secre- 
tary’s program. 


Another field in which substantial 
pressure can be relieved is in the state 
and municipal budgets; the latest avail- 
able figures of 1938 and 1937 respective- 
ly show totals of four billions and 2.6 
billions (for municipalities of over 
100,000). Aside from grants of nearly 
one billion, these contain many expen- 
ditures which have no justification in a 
war economy, though there will be on 
the other side, some increase in payrolls 
in line with the increased cost of liv- 
ing—at least unless local citizens are 
more active and successful in eliminat- 
ing duplicate functions, useless jobs 
and “civic-pride” projects. 


We cannot run an all-out defense effort 
with patronage-as-usual. There is a use 
for made-work in the transition of em- 
ployment from curtailed civilian industry 
to defense, and for relief of unworkables, 
but here we will only compound a social 
and political crime if we do not take ad- 
vantage of the present high employment 
to apply the principle of “‘no tickee, no 
washee” as has been done in England, 
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under which those having a chance of 
suitable employment are forced (except 
in special circumstances) to choose be- 
tween work and elimination from the 
relief rolls. 


TRANSPORTATION BLACKOUT — 
There are occasions when it is very 
worth while to review the developments 
leading up to a crisis in order to under- 
stand clearly their implications. Start- 
ing in May, 1940, and continuing into 
the summer of 1941, railroad employ- 
ees, through their union representa- 
tives, and railroad managements made 
demands and counter-demands. The 
unions asked for vacations with pay 
and wage increases, while the manage- 
ments asked for an adjustment of the 
so-called “featherbedding” rules that 


force them to pay millions of dollars 
each year for work that is not done. 


Representatives of labor and manage- 
ment conferred from July 30 to Aug- 
ust 5, 1941, when it was announced that 
further negotiations would be of no 
value and the unions circulated strike 
ballots returnable September 5. On 
August 11 the National Mediation Board 
commenced hearings on the dispute. 
No progress was made and its investiga- 
tion terminated September 4, with an 
offer on the part of the Board to arbi- 
trate the dispute. The railroads agreed 
to arbitration, but the labor leaders re- 
fused this means of settlement. Strikes 
were called for about the middle of Sep- 
tember. This was done by the unions 
not in anticipation of an actual walkout 
with the resultant interruption in the 
transportation system, but as a step in 
their negotiations. 


President Roosevelt issued a pro- 
clamation on September 10, appointing 
an Emergency Board “to investigate the 
facts” and to report them to him, to- 
gether with the recommendation of the 
Board which consisted of five members, 
all of whom were regarded as competent 
for this assignment. Prolonged hearings 
were held, the Board giving all sides 
opportunity to present their views. On 
November 5 the Board rendered its opin- 
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ion to the President. It recommended 
one week’s vacation with pay for some 
800,000 employees of non-operating un- 
ions and wage increases for both oper- 
ating and non-operating employees. The 
total expense of these recommended 
changes to the railroads is estimated at 
approximately $270,000,000, an increase 
of 12% per cent over estimated pay rolls 
for 1941. 


The managements of the roads reluc- 
tantly agreed to abide by the recom- 
mendations of the Emergency Board but 
the unions declared the recommenda- 
tions unjust, and operating railroad 
brotherhoods ordered their members to 
leave their jobs on December 7. 


The settlement of this dispute by in- 
creasing the awards to labor would be 
an ill-advised policy because it would 
encourage other unions to disregard the . 
recommendations of fact finding boards 
and arbitration committees in order to 
be bought off at higher prices. 


In the meantime, another labor crisis 
has come to a head in the captive coal 
mines of the steel industry. Today the 
United States is threatened with a 
break-down of vital production because 
of an interruption in the supply of coal 
and in its primary means of transporta- 
tion. Unless these disputes are adjust- 
ed immediately, we shall be threatened 
with a complete economic blackout. 


During the first six months of 1941, 
the United States led the democracies 
in labor stoppages. (The Labor Minis- 
ter of Canada recently stated that man 
days lost because of strikes or lock-outs 
for each 1000 wage earners during the 
first six months of this year were 41 in 
Great Britain, 54 in Canada and 381 in 
the United States.) Until the United 
States faces the facts and replaces man 
days lost because of labor stoppages 
with greater production of implements 
of war, we shall not be able to talk Hit- 
ler’s language. 


Relationship of life insurance to de- 
mocracy’s defense will be the theme of 
the Convention of the Association of Life 
Insurance Presidents to be held in New 
York December 11 and 12, 1941. 
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Behind Ramparts of Rolling Steel 


Now, in this autumn of 1941, in mounting numbers come ramparts of rolling steel 
for our Armored Force from industries which once were devoted solely to the arts 
of peace. And from a host of other plants which even a few years ago were as remote 
from the making of munitions as they were from war itself come hundreds of no less 
essential contributions to defense. 

As the national effort broadens, more and more of these often unsung industrial 
fighters for democracy play their vital parts. Behind them, in turn, stands the mobil- 
ized bank credit of the country, speeding in many ways the great task at hand. For 
bank credit assists in converting plants to new uses, in helping to create additional 
plants, in making needed tools, in financing purchases of materials, in facilitating 
subcontracting and in dozens of other ways, all necessary to swift and sure comple- 
tion of rearmament. 

The Chase National Bank, in cooperation with its correspondent banks through- 


out the country, is actively assisting industry in its task of arming the nation. 


THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 
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Behind the Maginot Line 


Economic and Political Lessons from the Experience of France 


ANDRE ISTEL 


The author of this clear appraisal and review, of such timely 
significance to America, was during the war and up to the armistice, 
Financial Advisor to the Reynaud Ministry in France; as such, he 
participated in the negotiations of the Anglo-French financial and 
economic agreement of December 1939. Before the war he had been 
a private banker in France, where some of his economic studies and 
conferences had attracted attention, including an analysis of the 
world depression written in 1930 where he indicated the probability 


of universal revaluations of currencies. 


He started his career as 


an engineer and was in 1919, as a French Army officer, Secretary 
of the Interallied Aviation Committee.—Editor’s Note. 


N February and March 1939, French 
ig Paces production did not reach 
fifty planes per month, while German 
planes were pouring out by thousands. 
How did such a situation arise? 


At the time of the Armistice, June 
1940, Germany had relatively small 
amounts of gold and available foreign 
assets, but had huge stores of strategic 
raw materials, weapons and munitions. 
France had relatively small stores of 
strategic raw materials, weapons and 
munitions, but had more than three bill- 
ion dollars in gold and available for- 
eign assets which—if previously con- 
verted into strategic materials, weapons 
and munitions—might have meant the 
difference between collapse and victory. 
How did such a situation arise? 


From the outbreak of the war to the 
Armistice, Germany’s whole industrial 
effort was devoted to the increase of 
current armament production. In 
France four-fifths of the raw materials 
imported were for the building of new 
factories, one fifth for current arma- 
ment production, the bulk of which 
never came into use. How did such a 
situation arise? 

Economics and politics are so closely 
connected and react so strongly on each 
other that economic factors cannot be 
separated from their political back- 
ground. Therefore a number of obser- 
vers have described events in the light 


of their political creed with the accom- 
panying prejudice and passion; great 
stress has been laid on the shortcomings 
of freedom and democracy by authors 
who apparently overlooked that subse- 
quent Italian defeats can hardly be 
traced to an excess of freedom and 
democracy. Let us attempt to analyse 
conditions as objectively as possible. 


Political Consequences of French 
Inflation 


RENCH statesmen were accustomed 

to play the game of professional 
politics and generally lacked character. 
This was due to the way they were 
recruited, because the French parlia- 
mentary system made it in fact impos- 
sible for any man to obtain a position 
as “Ministre” (State Secretary) unless 
elected to Parliament and because in 
order to be elected a man had to go 
through such ordeals that people of 
standing and character usually pre- 
ferred to keep aloof. 

This was not new in French politics; 
it had been just as true before the first 
world war which had been won. How- 
ever, meanwhile something had happen- 
ed and here is where economics inter- 
fered. Before the first world war, 
France enjoyed a high standard of civil 
and military service. While politicians 
played their game, the real power was 
in the hands of permanent high officials 
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who maintained administrative stabil- 
ity all through the various political 
changes. The first world war, partly 
through weakness, partly through nec- 
essity, had been financed largely by in- 
flation. As a result, there was a price 
rise of about 400%; wages and private 
salaries followed suit with a lag, but as 
regards the salaries of civil servants, 
the lag was considerable, especially for 
higher officials whose salaries barely 
doubled. At the same time, inflation 
made private enterprise prosperous. 
Consequently, the best civil servants 
left their positions for private jobs, 
thus causing a considerable lowering 
of civil service standards. Later pros- 
perity disappeared, but lower standards 
remained. Meanwhile politicians con- 
tinued blindly their usual game and did 
not realize that France, with a much 
lower grade of civil service and in- 
creased economic powers of the State, 
could no more afford the luxury of pol- 
itical squabbling. 


Post-War Financial Policy 


RENCH currency was stabilized in 

1928 at 4 cents, at a time when the 
French price level, as compared with 
world price level, was at a parity of 
6 cents per franc. As a consequence 
of this under valuation, there was of 
course a strong tendency towards a rise 
in the French level, which happened 
at the very time of a declining world 
price level in 1930. It was, I believe, 
in 1931 that the rising French curve 
crossed the declining world curve, with 
a resulting increase in French produc- 
tion costs. Thus France, which had 
been spared during the two first years 
of the world depression, began to feel 
the impact. This situation was sudden- 
ly made acute by British devaluation 
at the end of 1931, followed by Amer- 
ican devaluation in 1933. French fin- 
ancial leaders did not realize that 
France, whose share in the world econ- 
omy, together with the French empire, 
did not represent much more than ten 
per cent, simply had to remain linked 
with the two principal world curren- 
cies, the dollar and the pound sterling, 
in order to avoid a major economic dis- 
aster. France did not maintain this 
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link. As a result, French manufactur- 
ing cost suddenly rose about 60% in 
the world markets, exports and tourism 
broke down, suppliers of export and 
tourist industries suffered, and strong 
deflation of prices started. 

Owing to the lack of vision of French 
financial leaders, France underwent, 
from 1932 to 1936, the same kind of de- 
pression which the United States had 
witnessed from 1929 to 1932 after the 
collapse of the “New Era.” Not only 
did prices decline, with the resulting in- 
ventory losses and commercial failures, 
but prices of imported goods and raw 
materials dropped sharply, while prices 
of labor and therefore of industrial 
goods scarcely changed; producers of 
raw materials lost their purchasing 
power with resulting industrial unem- 
ployment. This unemployment in turn, 
by reducing the consumption of em- 
ployees and laborers, decreased the out- 
let of various industries, thus creating 
fresh price decline and further unem- 
ployment—the well known spiral of 
deflation. 

There was a curious similarity be- 
tween the attitude of the French finan- 


cial leaders and the attitude of the ° 


French military leaders. The latter 
came from the famed “Ecole de 
Guerre”; they believed in the war as 
practiced in 1914, not in mobile mech- 
anized forces nor in aviation. The 
French financial leaders came from the 
renowned “Inspection des Finances.” 
They declined to admit that the gold 
standard as it worked at the beginning 
of the 19th Century, was an interna- 
tional standard and could not be played 
as a solitary game. Probably the lower 
standard of French public servants, 
civil and military, is one of the reasons 
for the lack of vision. They stuck to 
their school theories instead of submit- 
ting to facts. 


Consequences of French Financial 
Policy 


HE consequences of this financial 
policy, like the military, have been 
disastrous. 
1) Monetary and financial conse- 
quences: gold flowed out of France, 
because of increasing commercial defic- 
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its on the one hand, and because of ex- 
ports of capital due to decrease of con- 
fidence on the other hand. The gold 
and foreign exchange holdings of the 
Bank of France fell from six billion 
present dollars in 1931 to less than two 
billion in 1939, at the eve of the war. 
As the French are gold minded, this 
decrease in their gold stocks drove their 
financial leaders to panic at the begin- 
ning of the war and prevented them 
making, in the U.S. and elsewhere, the 
mass purchases of commodities and 
war material which were necessary to 
offset the tremendous German war prep- 
arations. 

2) Economic consequences: The de- 
flationary spiral as above described 
weakened the whole industrial and com- 
mercial structure. Factories entered 
the prewar activity with obsolete equip- 
ment and depleted stocks. 

3) Political consequences: The suf- 
fering of the clerical and laboring class- 
es had been too great. During the per- 
iod of depression their employers had 
been compelled to discharge a number 
of them and to reduce the salaries or 
wages of the others. As the discharged 
employees and workmen could find no 
other job, discharge meant hunger and 
they had the impression that their em- 
ployer had an arbitrary life-and-death 
power; is it to be wondered that a revo- 
lutionary frame of mind arose? 

4) International consequences: Hit- 
ler took advantage of the weakened eco- 
nomic and political situation of France, 
in 1936, to occupy the Rhineland and 
thus attain a military position from 
which he could start the conquest of 
Central Europe. At that time, French 
military power could have easily en- 
abled a strong administration to pre- 
vent this occupation; but economically 
and politically weakened, France wav- 
ered. 


The French “Popular Front” 


HEN came the 1936 elections. Asa 

consequence of the collapse of French 
capitalistic prosperity, the “Popular 
Front” came into power, exactly like, 
in the United States, the collapse of the 
“New Era” resulted in the “New Deal.” 
Sitdown strikes spread all over France; 
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the 40 hour week law was established; 
war industries, among them aircraft 
factories, were nationalized. And here 
were the results: 

As a consequence of the sitdown 
strikes, all French industries were di- 
rectly or indirectly disorganized. 


As a result of the 40 hour week law, 
which was brutally applied, a five day 
week was established and French ma- 
chinery was sentenced to idleness two 
days out of seven. Thus production 
costs were increased to a point where 
sales were severely curtailed, so that 
lack of orders compelled a number of 
factories to reduce working hours far 
below 40 hours, which again increased 
costs. 

Worse than the results of these 
strikes and the misapplication of the 
40 hour law, was the constant inter- 
ference of the labor unions in the prob- 
lems of management, which hampered 
efficiency and disorganized production. 
Nationalization of war industries was 
carried out in such a manner that work- 
men could not hold their jobs unless 
they were adherents of more or less 
communistic organizations which ham- 
pered production by their rules, at a 
time when German war factories were 
working efficiently 60 hours a week. 
The Aircraft industry, already handi- 
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capped by lack of interest of the French 
General Staff and by consequent scarc- 
ity of orders, was hardest hit. The 
greatest weapon of the coming war was 
thus lost for France. 

Last but not least, the labor policy of 
the French government divided the na- 
tion, at a time when national unity was 
essential. Especially among industrial 
leaders, the popular hatred of labor 
rackets brought sympathy to Nazism, 
which strangely enough appeared as a 
kind of shield. 

The failure of the “Popular Front” 
was so obvious that there was a reac- 
tion. Daladier and Reynaud came into 
power with a policy of national unity; 
confidence returned and exported cap- 
ital followed in its wake. Production 
began to improve. But it was too late; 
the war broke out. 


Financial Policy in War Economy 


S regards the financial policy dur- 
ing the war, it was, under the able 
leadership of Paul Reynaud, one of the 
few successful actions in France; but 
its favorable effect could of course not 


counteract the overwhelming weight 


of past and present deficiencies in other 
matters of greater import. 

The theory at the basis of the Rey- 
naud war finance policy was that the 
main result to be achieved—either by 
taxation or by subscription to govern- 
ment bonds — was to divert the in- 
creased earnings of workmen and em- 
ployees from the purchase of the de- 
creased amount of consumption goods. 
This result was achieved partly by in- 
creased taxation, but to a much larger 
extent by the favor with which the pub- 
lic took up short-term Defense Bonds, 
mostly from patriotic motives. Had the 
war lasted longer, other methods, in- 
cluding perhaps compulsory saving 
schemes, would no doubt have been de- 
vised, but from September 1939 to June 
1940, huge internal expenditures were 
thus financed with relatively small ad- 
vances from the Bank of France and 
with a rise in the general price level 
less important than in Great Britain. 
Of course, this relative stability in 
prices was also due to other methods 
of price control, particularly to ration- 
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ing of food products, such as the en- 
forcement of three meatless days a 
week. 

However, in France and perhaps else- 
where, demagogy seldom loses com- 
pletely its influence over political lead- 
ers. In one of his war speeches, Paul 
Reynaud had won‘special applause by 
stating—against the opinion of his ad- 
visers—that he would take measures 
to prevent the new war from raising a 
crop of millionnaires like the former. 
Measures were taken, in order to satisfy 
public opinion, in the shape of a very 
elaborate decree, the principle of which 
was to limit the percentage of net pro- 
fits to gross sales on all war contracts. 
This was superimposed upon all prev- 
ious income taxes which had been al- 
ready, and quite rightly, considerably 
increased. The result was such a com- 
plicated situation that only large com- 
panies with a highly trained legal and 
accounting staff, could cope with them. 
While in the former war each minor fac- 
tory all over France was turning out 
munitions night and day, this time small 
enterprises—which in France represent 
the largest portion of industry—avoided 
by all means war contracts, as being 
both unprofitable and burdensome. The 
resulting lag in French war production 
was one of the causes of the French 
collapse. 


Economic War Policy 


NDER the influence of the previous 

war’s experience, the whole French 
economic war policy was based on the 
theory of a long war, during which 
“Time” would act in favor of the Allies. 
Therefore, instead of stepping up im- 
mediately the production of existing 
factories so as to obtain speedy, even 
if limited results, new factories were 
built to be ready in one, two or three 
years time; instead of ordering outside 
of France, on a large scale, ready-made 
weapons and munitions, the Ministry of 
Armament ordered machine tools and 
raw materials for the building of new 
factories. Together with a friend who 
was a permanent official of high stand- 
ing, we insisted with Mr. Reynaud and 
Mr. Daladier on using French gold and 
external resources for buying on a huge 
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scale and immediately, in the U.S. and 
elsewhere, all commodities and war ma- 
terial which could be obtained. Mr. 
Daladier was enthusiastically in favor 
of this plan, but the personal opinion 
of heads of governments is not always 
the deciding factor; the bulk of high 
permanent officials, who frequently have 
the final word, insisted that the war 
would last four years and that they 
would not spend more than one quarter 
of “their” gold each year. We replied 
that the replacement of gold by com- 
modities and war material would be an 
improvement, not a deterioration, of the 
French war chest. However, the heads 
of the Civil Service, like the General 
Staff, apparently preferred to lose the 
war in an orthodox manner rather than 
to win it on unorthodox lines. 


Reliance on the Wrong “Cement” 


ROM the foregoing appraisal one 

may see how the political and econ- 
omic blindness of the conservatives 
caused a violent popular reaction which 
gave power to demagogues; these des- 
troyed the spirit of enterprise by un- 
sound government interference and 
hampered industrial production in a per- 
iod of national emergency. While each 
Frenchman, as an individual, would have 
been capable, under an inspiring leader- 
ship, to sacrifice himself for his country, 
organized groups continued to pursue 
their selfish aims, did not rise to the 
height of circumstances and disregarded 
the vital need of national unity. Some 
business leaders reasoned that war would 
lead to state socialism, but instead of 
increasing their effort for the purpose of 
obtaining a speedier and _ victorious 
peace—which was the only chance to 
restore the spirit of free enterprise— 
they were in favor of appeasement and 
attempted to avoid an effort towards to- 
tal war. Some labor organizations en- 
deavored to promote their own ends at 
the expense of public distress, while 
clever German propaganda talked under- 
ground of a “rich man’s war.” Both 
French capital and labor are now united 
by defeat in one and the same misery. 


Just as the concrete of the Maginot 
line did not protect the French army 
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against superior aviation, mechanized 
forces and organization, so did the locks 
of the gold vaults of the Bank of France 
fail to protect French wealth and econ- 
omic independence against passivity, 
lack of productivity and lack of unity. 


Role of Taxation 


“The logic of having taxation play a 
passive, neutral role in times past, of 
having monetary policy responsive to in- 
ternational gold movements, rather than 
subject to national direction and control, 
is no longer valid in the world of today. 
Rather, the respective spheres of fiscal 
and monetary policy are reversed. Fiscal 
policy has assumed the greatest impor- 
tance as a democratic instrument of eco- 
nomic action, while monetary policy as- 
sumes a secondary place. Both must be 
coordinated by deliberate action.” 


Marriner S. Eccles, before National 
Tax Assn. 


Economic 
Reorganization 


“The state is now, and has been for 
a decade, engaged in a systematic pro- 
cess both of confiscating private prop- 
erty for its own use and redistributing 
it among its dependents and adherents 
in the community. 


“It should be recognized that this or- 
ganic alteration of the former American 
economic system has been carried along 
precisely the same lines as those which 
the surgeons of the new order in Europe 
have followed. We are presently wit- 
nessing in this country the progressive 
application and acceptance of the corpor- 
ative principle of economic organization. 
A form of corporative state even more 
complete and perfect than has so far 
been developed in Italy or Germany will 
have been established in America.” 


Virgil Jordan, President, National In- 
dustrial Conference Board, before Mort- 
gage Bankers Assn. 
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Gone With the War 


How Our Tax Legislation Forces Post-War 
Unemployment—or “State-ism” 


BRADFORD B. SMITH 
Economist, United States Steel Corporation 


HE demands which war makes for 
goods and services are the most in- 
sistent and imperative known, backed as 
they are by unlimited money purchasing 
power. All conflicting demands are re- 
strained from interference with them, 
by taxes or other legislative and admin- 
istrative measures such as priorities 
and rationing; or indirectly by price in- 
flation which enables the government, as 
the sole possessor of unlimited purchas- 
ing power, to outbid all other buyers. 
After the war it is not to be expected 
that the forced-draft rate of war pro- 
duction will be continued. However, for 
the people to be as well off, a lesser total 
production is required since the people 
get no direct benefit from that segment 
of production represented by the build- 
ing of armaments, though its disappear- 
ance will show in our records as reduc- 
tions in production indexes. 


Compulsory vs. Voluntary Production 


UT the basic problem of post-war de- 

pression lies in the voluntary and op- 
tional nature under which peace-time 
production and markets function as dis- 
tinguished from the compulsory and nec- 
essitous forces of war. This voluntary 
characteristic of our peace-time economy 
is a key consideration in the post-war 
transition. The transition is the more 
difficult because, where the objective in 
war-time is the single one of winning the 
war, the objectives of peace-time are as 
numberless as the wants of the people, 
each competing with the others. 

Because of the highly inter-depend- 
ent nature of our economic activities, 
the advance to a bountiful peace-time 
production must substantially proceed 


This article is based on address made before the 
Controllers Institute of America at their Sept. 
29 meeting. 


simultaneously across its entire front. 
No single industry can decide to start up 
a high rate of production and expect that 
its own outpayments of costs and divi- 
dends will return to it as receipts from 
sales and thus perpetuate the high pro- 
duction rate. The determining factor is 
the rapidity with which the voluntary 
and many-purposed forces of peace-time 
replace the single-purposed compulsions 
of war-time. 


Yesterday’s Lessons Show Today’s Job 


RICES go up during war-time in re- 

sponse to the imperative government 
demands upon markets. Conversely, the 
fall of prices following wars is the na- 
tural result of a reduction of govern- 
ment buying to an extent not offset by 
simultaneously rising peace-time de- 
mands. When prices are in a declining 
trend, a whole series of almost automatic 
reactions are set up which lead to de- 
pression. Purchasing agents defer ac- 
quisitions. Inventories are liquidated by 
price concession. Attending this is re- 
duction in production rates and employ- 
ment, thus further shrinking the market 
for products. Plans for enlarging exist- 
ing facilities or creating new ones tend 
to be laid aside by choice, if they are not 
compelled by a shrinking cash position. 


To avoid a price deflation, price infla- 
tion must be prevented. If the individ- 
ual business organizations come up to 
the end of the war with swollen inven- 
tories acquired at high prices, then by 
the very acquirement of those inventories 
they will have helped to create a price 
inflation and insure a subsequent defla- 
tion. Moreover, if through our govern- 
ment we fail to establish the fair and 
equitable policies which will in large 
measure prevent a major war-time in- 
flation of prices in general, we also fail 
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to perform the acts today which would 
tend to prevent the depression of to- 
morrow. 

The war in Europe, in contrast to the 
first World War, is not being fought by 
methods of inflation. The degree of price 
rise in the warring countries, whose pro- 
ductive and financial machinery is under 
terrific strain, is thus far relatively min- 
or. The principle of prevention involved 
is to finance the war production primar- 
ily by direct taxation rather than indi- 
rectly by inflating the money. Inflation 
is substantially unnecessary. I do not 
say that it will not happen in this coun- 
try; on the contrary, it is far from clear 
that the fiscal, labor and production poli- 
cies so far established will be adequate 
to prevent major price inflation even 
though it be avoided in all the other 
countries. 


Post-War Crisis Avoidable 


ARS are not infrequently followed 
by financial crises. Although the 
war and the attending inflation of prices 
were the basic causes of the 1921 depres- 
sion, the immediate cause was the finan- 
cial crisis in 1920. The volume of bank 
loans and investment and with them 
bank deposits, had steadily expanded un- 
til, by reason of the limited bank re- 
serves, further expansion was precluded. 
Banks had to stop making new loans and 
when old loans came due they had to be 
paid off. Companies carrying inven- 
tories at high prices on bank loans were 
compelled to liquidate them at progres- 
sively lower prices to pay off the loans. 
But a post-war financial crisis seems 
unnecessary and unlikely: It is unnec- 
essary because an inflation of prices— 
which is the road to financial crisis—is 
unnecessary. It is unlikely because the 
gold and other bank reserves of the 
country so extravagantly exceed those 
which are required that our real prob- 
lem is not that of an impending inade- 
quacy but of an embarrassing abund- 
ance. 

When a people are engaged in war 
they postpone either voluntarily or by 
compulsion those activities which are by 
their nature postponable, like automo- 
biles, household equipment and furnish- 
ings. After war these accumulated 
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shortages of goods can constitute the 
springboard for a post-war decade of 
high level productivity, once the immed- 
iate post-war readjustment is passed. 


Legislative Unemployment 


HE unique American feature which 

bears not only on the problem of 
post-war depression but also on the long 
term trends of economic well-being in 
America, is the chronic unemployment 
and depression imposed upon ourselves 
through legislation. The corollary is 
that this chronic unemployment and de- 
pression are relieved only by increasing 
doses of government deficit disburse- 
ments. The problem of chronic unem- 
ployment is among the most important 
which face America today. 

This condition, in my judgment, arises 
from the fact that we have broken the 
circulatory flow of money savings into 
new investment in productive wealth. 
The money savings are still accumulat- 
ing and are steadily subtracting from 
the circuit flow of money. It is esti- 
mated that since 1929 over $15 billion 
has thus been accumulated as inactive 
deposits and currency. But these money 
savings are not flowing into new invest- 
ment. The comprehensive record of new 
capital flotations compiled by the Com- 
mercial and Financial Chronicle shows 
that for the half-decade terminating with 
1930 the amount of new capital flota- 
tions, excluding those of investment 
trusts and holding companies and for 
refundings, amounted to approximately 
six and three-quarter billion dollars a 
year. For the half-decade terminating 
with 1940, they averaged per year less 
than one billion dollars. If no new enter- 
prises are started up, if the savings of 
technological improvements are not in- 
vested in new production, then the man- 
power freed by the ever increasing effic- 
iency of production must result in unem- 
ployment. If we stop new investment 
for new production, we have thereby 
stopped the creation of new jobs and 
fastened chronic unemployment upon 
ourselves. 


Subsidized Depression 


NE invests in a new enterprise be- 
Xz. he is confident that by so doing 
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he can recoup over a period of time his 
investment plus something more that 
we call profits. There is no shortage of 
funds today, but rather a super-abund- 
ance. We cannot, therefore, avoid the 
conclusion that the reason why new in- 
vestment in productive enterprise has 
shrunken is that the hope of profit has 
been outweighed by the fear of loss. 
That, in my judgment, is the central rea- 
son why we have chronic unemployment 
and depression in this country. 


There are a number of reasons for 
fear, but confiscatory tax legislation is 
doubtless the most important. What we 
have written into our tax legislation is, 
therefore, the warning that if anyone 
starts up a new enterprise and thus pro- 
vides new jobs, progressively larger por- 
tions of any profits he makes will be 
seized, whereas if he loses, the losses 
are his to bear. The normal risks of 
enterprise become greater as the economy 
matures, opportunities become fewer and 
competition more severe. To add to 
those hazards the certainty of penalty, 
if successful, is to add a profound dis- 
couragement to new investment. Since 
there is no way to create a new job un- 
less new production is undertaken, and 
since new production requires new pri- 
vate investment, the writing of tax leg- 
islation which deters new investment is 
— writing of unemployment into our 

ws. 


SAN FRANCISCO 





A Spiral into “State-ism” 


E all know that present tax legis- 
lation is based on widespread ac- 
ceptance of the thesis that the rich and 
successful should be heavily taxed and 
the proceeds expended for the benefit 


of the unfortunate and unsuccessful. 
Whether that is as good morals as it 
is good politics is for each man to decide 
for himself. What we must consider is 
whether we can afford it, for a vicious 
spiral is provoked by indulging this 
“soak the rich” slogan. If by deterring 
investment, we produce unemployment, 
then the state’s problem of caring for 
the unemployed increases. This calls 
for more money. The need for more 
revenue then constitutes the justification 
for raising the deterring taxes. That 
in turn further depresses new invest- 
ment and aggravates unemployment; and 
thus the spiral is closed. The spiral has 
been spinning under our eyes for many 
years and it will spin us into some 
form of American “state-ism,” if it is 
not broken. The relatively diminishing 
amount of employment furnished by pri- 
vate enterprise then becomes the unas- 
sailable sanction for enlarging public 
enterprise, until the latter becomes domi- 
nant. 


That is the alternative before the 
American people. The power to tax is 
the power to destroy and there is no rea- 





TRUSTS and ESTATES—November 1941 


Complete facilities for handling your 


Banking and Fiduciary Business 


promptly and effectively. 


tke FIFTH THIRD [JNION [RUST <> 


CINCINNATI, OHIO 


Member Federal Reserve System — Member Federal Deposit Insurance Corporation 


son to doubt that it can be used to des- 
troy the private enterprise system. 

The prospect of having a serious post- 
war depression is not inevitable. It de- 
pends upon the wisdom with which we 
now conduct the defense program and 
later face its aftermaths. 


It Can Be Done 


F we finance the defense by the meth- 

ods of inflation, then we will have 
needlessly wrenched the economy and 
filled it full of maladjustments and thus 
greatly augmented the likelihood of ser- 
ious depression. If, on the other hand, 
we largely finance the defense by the 
taxation of income in all the places where 
it is swelling up and finding its ways 
into markets to compete for limited sup- 
plies, then it is almost certain that gen- 
eral inflation will be avoided, maladjust- 
ments minimized and the chances of ser- 
ious post-war depression diminished. 

If we undertake to meet a post-war 
depression in the way we have met the 
depression of the past, that is, by main 
reliance on large-scale relief disburse- 
ments out of mounting deficits, then we 
will nevertheless have a depression, be- 
cause public spending may alleviate dis- 
tress but it is not effective in providing 
new jobs. 


Finally and perhaps most important of 
all, if as we come up to the end of the 
war, we promptly revise our tax and 
other policies with the single objective 
of encouraging and stimulating new in- 
vestment, rather than repressing it, then 
we will be taking the road not only to 
avoidance of serious post-war depres- 


sion, but also avoidance of chronic de- 
pression. New jobs are what we are 
desperately going to need after the war. 
It is by stimulating rather than stop- 
ping new productive investment that we 
can get them. 


Miller on Hitler 


“National Socialism is an authentic world 
revolution. It has its roots in the Commun- 
ist revolution of Lenin, but it is a much im- 
proved variety. National Socialism does 
not make the mistake of labeling all the 
followers as economic failures. It does not 
make the mistake of destroying the capital- 
istic class and seizing their property out- 
right. Hitler has learned from Russian ex- 
perience that this only places responsibili- 
ties upon the central government, which are 
too great for it to bear. The National So- 
cialist Revolution has retained the appear- 
ance, the facade of private property while 
destroying the reality. 


“Our American civilization is based upon 
three fundamentals: the ethics derived from 
Christianity and Greek philosophy; the prin- 
ciple of democratic government and free- 
dom of the individual, and the right to hold 
private property and conduct a free eco- 
nomic society. 


“The present Nazi system is completely 
antagonistic to a free economic society and 
to the institution of private property. We 
all knew that the Nazis and the Fascists 
did not confiscate all property when they 
assumed power. They are doing it grad- 
ually, but just as effectively as the Com- 
munists did. Their chief weapon is the 
abolition of basic written law.” 


DOUGLAS MILLER, author of “You Can’t Do 
Business With Hitler,”” speaking at A. B. A. Con- 
vention in Chicago. 
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Trusteeship in the War Economy 


a RUSTEES can no longer truly 

serve their beneficiaries without 
the closest regard to social and military 
events and trends.” This was the key- 
note of the very popular economic-trust 
panel discussion which featured the 
Mid-Continent Trust Conference meet- 
ing in St. Louis. The panel consisted 
of: Dr. William A. Irwin, American In- 
stitute of Banking, Moderator; Montfort 
Jones, University of Pittsburgh; Willard 
E. Atkins, New York University; H. C. 
Sauvain, Indiana University; L. H. Rose- 
berry, Security-First National Bank of 
Los Angeles; James W. Allison, Equit- 
able Trust Company, Wilmington; Wil- 
liam A. Stark, Fifth Third Union Trust 
Company, Cincinnati. 


The following is a summary of the 
discussion. 

Interest rates and equities — Short 
term rates may stiffen in order to obtain 
financing by making saving more attrac- 
tive, but the government has power to 
expand the supply of money by some 40 
billion dollars. The supply of money 
being elastic, it is to the government’s 
advantage to borrow at low interest 
rates. 


It is not impossible that bond prices 
will decline from their high premium 
quotations, but no real break would be 
allowed during the war since the cost 
of money must be kept down so far as 
possible. While some doubt exists as to 
the continuance of private capitalism, 
this is not the chief factor involved in 
low investment yields. Rather, money 
is being concentrated in the limited 
amount of “safest” securities. The gold 
supply is not a large factor either, nor 
will its post-war influence create any 
special problems. 

Under present fiscal policies and social 
demands, taxation is removing any ad- 
vantage of stock investment as a hedge 
against inflation. Moreover, such in- 
vestment may be speculative in viewing 
the post-war readjustment. The index 
of English stock yields shows a decline; 
a decline here is more probable than a 
rise. 


The post-war readjustment will be 
bad or favorable for equities depending 
upon the type of peace and social ‘econ- 
omy which will ensue. The discouraging 
evidence of today may be tempered by 
the fact that the ultimates of trends 
always swing back. 

Public debt and inflation prospects— 
A debt of 100 billion dollars could prob- 
ably be supported, provided post-war in- 
come continues at a high rate and gov- 
ernment expenditures are reduced. The 
public may react conservatively to that 
“psychological” figure, and create a de- 
terrent to vast government post-war 
spending. It is recognized that we can- 
not afford another long depression with 
such a debt. 


Rising prices are expected to continue, 
urged on by government pressure group 
policies and borrowing to meet war costs, 
possibly causing a 15% to 20% increase 
in the cost of living during the coming 
year. The end of the war will bring an 
end to inflationary pressures but we can- 
not, politically or economically, allow a 
severe deflation. The question is whether 
it can be controlled, as, for example, by 
government spending on non-defense pro- 
jects. Absence of ceilings on wages and 
farm products makes price “control” in- 
effectual. The price of money, however, 
is already well controlled—at a histor- 
ically low level. 

The overexpansion of manufacturing 
facilities under defense requirements is 
not as dangerous as in peace-time booms 
because much of it is government fin- 
anced or owned and is being amortized. 
Companies with expanded facilities are 
in a more favorable competitive situa- 
tion, but there is the danger of being 
caught with inventories at high cost after 
the war. 

Social security and trusts — Social 
security legislation has no profound 
effect on the creation of trusts because 
different income classes are concerned, 
but increasing payments will reduce the 
trust needs of the lower bracket trust 
prospects. Insurance means a lot to 
these trustors, but the flexibility of a 
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life insurance trust is an advantage over 
the optional settlements. If all trust in- 
vestments are in government bonds, how- 
ever, would not the value of discretion- 
ary powers be reduced? Ministerial 
functions might thus become more im- 
portant than investment discretion. As 
to investing of funds, the Massachusetts 
rule is more desirable and necessary to- 
day than in “stable” times, otherwise 
there would be little opportunity for use 
of judgment. 


To meet the situation created by low 
earnings under trusts, use of the com- 
mon trust fund and adjustment of fees 
may be the means. Opportunity for im- 
proving service lies in the adoption of 
the annuity type trust, which would 
allow taking up the slack in yield through 
utilization of corpus. The danger of 
longevity can be minimized by use of cer- 
tain formulae. 

Labor trends and wealth creation— 
Today the social and political emphasis 
is on economic “equality” — the old 
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“search for security.” The common bal- 
lot was the first shock troops of conces- 
sion to this philosophy. Voters (with 
labor as a major factor) indicate contin- 
ued pressure to reduce great wealth. 


It is quite possible that we shall have 
to plan trusts for one generation rather 
than two [a self-imposed rule against 
perpetuities.] But wider distribution of 
medium-sized fortunes is quite likely, 
especially after the war, under active 
business conditions, and there will still 
be need for trust services. 


The present trend in the direction of 
Statism cannot be assumed to go to the 
limit, particularly once the emergency is 
past (if business leaders regain public 
confidence). There can be controls or 
restrictions and we can still preserve 
private management and reward. The 
price rise alone may cause people to de- 
mand a new leadership; increased taxes 
may further set the stage for a more 
conservative trend by the public. 


Announces Common Fund 


A full-page advertisement in the 
November 6th issue of the St. Louis 
Globe Democrat announced the estab- 
lishment of a common trust fund by the 
St. Louis Union Trust Company. The 
advertisement explains the reasons for 
the fund’s establishment, the provisions 
for participating in it and its modus 
operandi. Stressing the importance of 
diversification in the protection of 
investments, the “‘ad” explains succinct- 
ly how, through the medium of a 
common trust fund, diversification may 
be achieved even though the individual 
estate is small. 

Investments for the fund will be 
limited to securities which are proper 
investments for trustees under the laws 
of Missouri and under the terms of 
the various trusts whose funds are in- 
vested in the common fund. Sound 
common and preferred stocks are 
proper investments for trustees under 
recent decisions of the Missouri courts. 

Missouri has no enabling legislation. 
This is therefore the first fund in the 
absence of statute since Regulation F 
was amended. 
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Foreign War Economy 


CANADIAN INSTALLMENT CREDIT, 


PRICE AND WAGE CONTROL—tThe area 
of control has been extended widely during 
the past month. The more important meas- 
ures have included controls over install- 
ment credit, wages and prices. The in- 
stallment credit curb is more severe than 
in the United States. The minimum down 
payment for automobiles has been set at 
50%, as compared with 334% in this 
country, while the down payment for many 
other goods including air conditioners, 
household appliances, bedding, clothing, 
glassware, handbags, mirrors, fountain 
pens, etc., is 334.5%. The maximum pe- 
riod in which to pay the balance is twelve 
months as compared with eighteen months 
in this country. On October 18th, Prime 
Minister Mackenzie King announced the 
establishment of a modified version of the 
Baruch general ceiling plan. Wage rates 
paid by all companies employing 50 or 
more (building trades, 10 or more) are 
fixed at the level prevailing November 15th. 
For these companies a compulsory cost of 
living bonus has been arranged; the ad- 
justments under this bonus are 25 cents 
for each one point change in the cost of 
living index, except for those workers 
whose salaries are less than $25. weekly, 
in which case the bonus is equal to 1% of 
such salary. Adjustments are made as of 
the 15th of November, February, May and 
August. According to the Financial Post 
this order covers less than 10% of the es- 
tablishments and 73.5% of the workers. 
The prices of all goods except those sold 
for export purposes are fixed at the level 
prevailing between September 15th and 
October 11th. This general ceiling plan 
is to go into effect December ist. Changes 
in prices are permitted with the approval 
of the War Time Prices and Trade Board. 


The price has been fixed for many ser- 
vices, including public utilities, transpor- 
tation, undertaking and embalming, tailor- 
ing, dressmaking, hairdressing, painting, 
supplying of meals and refreshments, etc. 
To facilitate these various controls an ex- 
tensive system of licensing, which applies 
to more than 200,000 establishments in- 
cluding all persons or firms manufacturing 
or dealing in food, feeds, live stock, poul- 
try, yarn, clothing, cloth, or foot wear, is 
to go into effect as of December ist. After 


that date, no dealings in these products is 
permitted by unlicensed persons or firms. 
Warehouses and cold storage plants are 
also subject to license control. 


ROUMANIAN GENERAL PRICE CON- 
TROL—To prevent rising prices a general 
ceiling has been set on all prices, wages 
and salaries at the level prevailing Sep- 
tember 1st. No advances above that level 
are permitted without government authori- 
zation. In addition, a system of ration 
cards has been adopted for wheat products, 
flour and edible oils. The consumption of 
meat is prohibited except on Saturdays 
and Sundays, and the consumption of raw 
materials is now subject to government 
control. 


GERMAN WAR CHEST—One method by 
which Germany has been financing its war 
effort is by failing to maintain its capital 
equipment. Thus, Dr. Carl Luer has re- 
cently reported that the postponement of 
replacement and repairs has aggregated 
approximately 5 billion marks a year, and 
that as the war effort continues, the amount 
of postponed replacements and repairs will 
become even still larger. Some evidence 
hat a “flight from money” may be becom- 
ing a serious problem is indicated by the 
recent warnings of high Nazi dignitaries, 
and the announcement of a special meas- 
ure to limit this tendency. Thus, those 
Germans who are “willing” to establish 
what are called “iron saving accounts” will 
receive tax exemptions on the sums in- 
volved. In return for this tax exemption, 
the owners of the account do not have the 
right to draw upon such savings until at 
least one year after the war ends. Wage 
earners are permitted to pay into such ac- 
counts one Reichs mark a day, or a total 
of 26 per month. These “savings” will 
be deducted from the pay envelope. This 
is a device to siphon off excess purchasing 
power to the government and to insure 
that these funds will not be used to bid up 
the prices of goods, and thus start an in- 
flationary spiral. In effect this represents 
another variation of the forced savings 
idea. 


GERMAN TOBACCO RATIONING— 
Tobacco will be rationed on Dec. 1, with 
men probably restricted to six cigarettes 
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or ore cigar a day and women over 21 to 
three cigarettes every other day. 

Tobacco has been scarce for months. 
There have been long lines in front of 
tobacco shops every day and those arriv- 
ing too late to buy have complained. 

Each Gauleiter will adjust the rationing 
to suit local conditions, but he must fol- 
low the broad policy laid down by the 
Economics Minister. 

The recent increase in tobacco tax from 
20 per cent to 50 per cent was attributed 
to the tremendous increase in consump- 
tion during war-time. (N. Y. Times, Nov. 
14, 1941.) 


BRITISH LABOR SHORTAGE—Labor 
Minister Ernest Bevin has announced that 
“one million married women either for 
full time or part time” are required for 
work in munitions industries or “to help 
in the distributive trades, in offices and 
commercial undertakings.” These women 
would “release younger, mobile women to 
fill shells and make munitions” and would 
enable the shift of men to other phases 
of the war effort. 


ENGLISH BOTTLENECKS — Eighty 
firms of war manufacturers from south- 
west England sent representatives to Bris- 
tol early in October to attend a remark- 
able “auction” for the exchange of tools 
used in making planes, tanks, guns, shells 
and ships. The “auction” was designed 
to eliminate bottlenecks in production. 

The firms’ representatives were armed 
with lists of tools needed to fulfill urgent 
orders and of tools, bought to meet war 
assignments, which were lying idle for the 
time being. Thus men sitting side by side 
found they could supply each other with 
machinery to keep planes and tank parts 
rolling from their factories. Some of these 
tools were sold; others were simply loaned. 

Within the first hour, 40 firms were 
brought together and more than 100 bot- 
tlenecks problems had been solved. 

By means of this conference they cut 
out paper transactions. Similar auctions 
will be held from time to time throughout 
the country. 


INEFFICIENCY IN BRITAIN’S WAR 
PRODUCTION — Mr. Gordon England, 
chairman of the Engineering Industries As- 
sociation, stated in a speech before a meet- 
ing of engineers recently that war pro- 
duction in engineering industries, whether 
measured by factory space or pound 
weight of product per man-hour, had de- 
clined. He concluded that there is need 
of a new conception of the relations be- 
tween the Government and industry. The 
Ministry of Supply, Mr. England believes, 
should be responsible only as purchaser 
and should not assume the office of expert 
deciding how the work should be done. 
(The Statist, Oct. 4, 1941.) 


NEW ZEALAND FIXES PRICES—Be- 
ginning September 1, 1941, the New Zea- 
land Government fixed the prices of 38 
essential commodities and public services 
including livestock products, meat, milk, 
bacon, cheese, eggs, butter, condensed 
milk, shoes, shoe repairs, woolen underwear, 
all-wool jerseys, men’s woolen socks and 
boys’ school hose, woolen piece goods, knit- 
ting wools, blankets, and suiting. The 
Price Investigation Tribunal will handle 
applications for price increases. (Foreign 
Crops and Markets, Nov. 10, 1941.) 


0: 


Heads Canadian Bankers Ass’n. 


Charles St. Pierre, general manager of 
the Banque Canadienne Nationale, Mont- 
real, was recently elected president of the 
Canadian Bankers Association. Vice pres- 
idents are: A. E. Arscott, general manager, 
Canadian Bank of Commerce, Toronto; G. 
W. Spinney, Bank of Montreal; S. G. Dob- 
son, Royal Bank of Canada, Montreal, and 
Robert Rae, Dominion Bank, Toronto. 


—--—-0 


The 1942 convention of the American 
Bankers Association will be held at De- 
troit, it was recently announced by Henry 
W. Koeneke, president of the Association, 
who is president of the Security Bank at 
Ponca City, Oklahoma. The dates are Sep- 
tember 27 to October 1. 
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The Coming Drive for Devaluation 
Inflation and the Government Debt Burden 


WALTER E. SPAHR 


Professor of Economics, New York University; Secretary, Economists’ National 
Committee on Monetary Policy 


An Open Letter to Congress, November 10, 1941 


ICE President Wallace, in an article 

entitled “The National Income and Na- 
tional Debt,” in the Land Policy Review for 
August, 1941, adds together the public debt 
and the estimated private debt for selected 
years 1921-1941, and concludes, in brief, 
that the total of these debts in 1941 will be 
about $10,000,000,000 greater than in 1929 
and that interest charges will be fully $3,- 
000,000,000 less than in 1929. He goes on 
to say: “Those who have seriously studied 
the greatly changed economic and financial 
conditions are no longer as concerned about 
so-called Government spending as they used 
to be. Not that we see our way clearly 
through the new debt structure that has 
been reared by the circumstances of the de- 
pression of the 1930’s and the defense pro- 
gram, but we do see more clearly that the 
huge volume of Federal finances is but a 
feature of the tremendous world changes 
of the past few years.” 


The Wallace statement is significant in 
two striking particulars: (1) He had nothing 
to say about the meaning of the low level 
of private debt which has persisted since 
1929, and (2) he dared to say openly and 
positively that “those who have seriously 
studied the greatly changed economic and 
financial conditions are no longer as con- 
cerned about so-called Government spend- 
ing as they used to be.” 


The notion that one may legitimately add 
together: government and private debt and 
reach conclusions such as those advanced 
by Mr. Wallace is unwarranted. 

An increase in the public debt and a de- 
cline in the private debt point to a double 
danger—a tendency toward national bank- 
ruptcy and a great lack of health in private 
enterprise. Both together can easily end in 


State Collectivism. It is toward this that 
the Wallace theory appears to be leading 
this nation. 

Mr. Eccles, in an address declared: 


“If you stop to think about the debts of 
the government you’ll discover that the debt 
of the government is a debt of the economy 
as a whole. It is not the government—it is 
all of us. In effect, all of us owe to all of 
us whatever the public debt is... 

“The idea of thinking that we are leav- 
ing a great burden on our children and our 
children’s children is wrong. The mortgage, 
which is the government’s bonds, we are 
bequeathing to posterity as well as the 
debt.” 

In a preceding paragraph he said: 


“No nation can be bankrupt as long as 
it has all the manpower, all the productive 
facilities, and the raw materials that it had 
before.” 


This doctrine opens the way for argu- 
ments to the effect that no matter how large 
our Federal debt may be it cannot be dan- 
gerous and we cannot become bankrupt. 

The answer to this is that nations, in the 
sense of governments, do go bankrupt, debts 
are repudiated or written down, and great 
masses of people are ruined; and this takes 
place even though they may have in a sense 
“all the manpower, all the productive facili- 
ties, and the raw material that they had 
before.” 

Any thoughtful person should realize that 
no matter how much a government may 
spend it can still have its natural resources 
left! A government can bankrupt itself 
and the people and still the natural re- 
sources may remain! 

This is the doctrine of the most extreme 
inflationists that the world has ever seen. 
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There is no limit to the debt or currency 
inflation that a government might “justify” 
if this notion could be sold to the people. 
It is as old as irredeemable paper money 
and government borrowing. It was the es- 
sence of John Law’s paper money schemes 
with their tragic aftermath of collapse and 
widespread disaster. It was the founda- 
tion upon which rested the devastating 
assignats and mandats of the French Revo- 
lution at the end of the 18th Century. 


A Cloak for Public Bankruptcy 


A group of silver Senators, headed by 
Senator Thomas of Oklahoma, issued a 
statement to the press (July 14, 1941) in 
which they said: 

“Should our national debt reach the sum 
now prophesied by some of our citizens, 
then the burden of such debt, together with 
the State, county, city and district debts, 
coupled with taxes and the existing pgivate 
debts, may mean that the present and 
weight of the standard silver do may 
have to be reduced in order to re te the 
value of the dollar to that point ere the 
people can meet such taxes, interest and 
debts. 

“If this eventuality should happen, then 
our large accumulation of gold and silver 
monetary metals will go a long way toward 
liquidating our national obligations.” 

This should serve as a warning as to what 
the public may well expect to face. This 
statement was made by a group of infla- 
tionists and devaluationists who have writ- 
ten the major monetary laws of this coun- 
try since 1932. There is no outward evi- 
dence that they will not attempt to write 
them for a considerable time to come. 


It also seems quite clear that when these 
men and their followers start their drive to 
pay off the Federal debt by devaluing the 
dollar, neither the majority of Congress nor 
the public will be prepared to stop it. In- 
deed, they will not have been well informed 
as to the nature of the process or as to the 
arguments against it. Relatively few un- 
derstand the nature of the devaluation of 
1934, or the natural and then enforced de- 
preciation of our domestic currency which 
took place in 1933 as a prelude to the final 
act of devaluation. 

When the next drive for devaluation 
comes the arguments for it can be made 
far more impressive than they were in 1933- 
1934. Under the pressure of a crushing 
load of taxation, and faced with a colossal 
Federal debt which cannot be paid for sev- 
eral generations, it seems quite clear that 
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the public and Congress will neither under- 
stand the devastation inherent in the de- 
valuation scheme nor take the trouble to 
inquire into its probable consequences. It 
seems very probable that they will hopefully 
embrace this deceptive instrument of dis- 
aster in an effort to obtain relief from taxes 
regardless of the consequences. 

A devaluation no greater than that of 
1934 could be and was offset in effectiveness 
by a multitude of counteracting factors; but 
a radical devaluation, such as that neces- 
sary to pay off a Federal debt of 100 to 
150 billion dollars, would pile up such a 
colossal supply of money that all dikes of 
control would break and the country would 
be engulfed in a flood of cheap currency 
with all the attendant consequences. 

The pumping of such a huge volume of 
currency into banks and into others’ hands 
would cause the dam to burst, a fantastic 
rise in prices, and a shocking decline in the 
purchasing power of the dollar and in the 
real income and purchasing power of the 
people. 


Alternative to Devaluation 


What is there in the way of a reasonably 
good alternative that can be presented to a 
tax-oppressed people? The answer prob- 
ably is to be found in educating them to 
accept a large Federal debt as a permanent 
institution for which taxes will be raised 
to pay the interest but which will not be re- 
tired except as surplus government receipts 
make retirement possible. This would in- 
volve persuading them that in buying a 
share of the public debt they are in fact 
seeking a safe income, that when they wish 
to sell their share it can be sold to some 
other person who wishes to buy such an in- 
come, and that there are in this country a 
sufficient number of insurance companies, 
savings banks, trusts, and similar institu- 
tions to absorb a debt of this magnitude as 
an investment. 

The ultimate size of the debt will deter- 
mine the risks involved in the adoption of 
this alternative, but it is the only alterna- 
tive that can be employed as a reasonably 
good means of saving the people from the 
devastation of a radical devaluation of the 
dollar on the one hand and an unbearable 
burden of taxation on the other. 


Other Things That Should Be Done 


1. Eliminate every dollar of federal ex- 
penditures that is not necessary. 

2. Give every possible encouragement to 
production, nondefense as well as defense. 
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3. Price fixing should be resorted to in an 
emergency, such as the present one caused 
by our armament program, only where a 
rise in prices cannot and will not induce 
greater production. Prices are fundamen- 
tally indicators recording the state of supply 
and demand. 


4. Taxation should not be so heavy that 
an expansion in production will be arrested. 
Taxation can be as destructive as a sharp 
rise in prices resulting from a flight from a 
currency. Moreover, taxation as a means 
of fighting “inflation” can become a destruc- 
tive obsession, as it already appears to be 
in this country. 


5. All the inflationary monetary laws on 
our statute books should be repealed, includ- 
ing the greenback law of May 12, 1933, the 
law authorizing bimetallism, the Silver 
Purchase Act of 1934, the law providing for 
the purchase of domestic silver above the 
market price, and the laws authorizing the 
devaluation of our metallic currency. Is it 
not strange that a government which pro- 
fesses to be concerned about “inflation” re- 
fuses to remove from the statute books 
monetary laws which feed that inflation? 
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6. The instruments of credit control at 
the disposal of the Reserve authorities 
should be employed, quantitatively and 
qualitatively, according to conventional 
principles of good central banking. 

After these things are done there will be 
stresses and strains of great magnitude and 
of a distressing sort. The nature of arm- 
ing and war makes this so of necessity. 
There is no way to avoid them by any de- 
vice or set of devices known to man. They 
are among the penalties paid when people 
resort to war. All that can be done is to 
minimize them as much as possible and then 
adopt at the end, as we should, the least 
harmful of the alternatives which may be 
employed to combat the unfortunate situa- 


tion which will result from our armament 


program or war. 

As to those government officials who at- 
tempt to persuade our people that a large 
and rapidly mounting public debt is nothing 
to worry about it may appropriately be said 
that they convict themselves of either lack 
of understanding or lack of good faith as 
responsible officials charged with the pro- 
tection and promotion of our national well- 
being. 


Need for More Taxes 


UR chief fiscal problem today is to find 
more taxes. With the huge sums be- 
ing poured out by the Federal Government 
in defense expenditures, it is little short of 
scandalous that non-defense expenditures 
continue to show practically no reduction. 
Nor should the search for ways of sav- 
ing money be confined to non-defense ex- 
penditures alone, for surely the country has 
an interest in keeping defense expenditures 
as low as possible consistent with getting 
out the goods in the shortest possible time. 
Arbitrary restrictions on working hours, 
strikes, and repeated demands for higher 
wages are adding greatly to the cost of the 
defense program, and are as much a matter 
for public concern as failure to control costs 
in other directions. 

Two broad objectives of present policy are 
already widely recognized—(1) to raise ade- 
quate revenue, and (2) to do it in ways 
that will divert to the Treasury a large 
part of the individual spending power that 
results from the defense program. To these 
should be added a third objective—to avoid 
taxes that will injure the capacity of the 
business organization to produce and give 


employment, now and after the defense pro- 
gram. 


The first two objectives point clearly to a 
broadly based tax program calculated to 
reach all sections of the population. Neither 
wealthy individuals nor the corporations— 
even if their entire incomes were confis- 
cated by the Government—could pay more 
than a fraction of the enormous cost of re- 
armament. Nor are taxes levied against 
wealthy individuals and corporations ef- 
fective in preventing inflation. The expen- 
ditures of the rich are too small, relative 
to those of the mass of the people, while 
any profits corporations are able to make 
under present conditions are more likely to 
be saved than spent. 


The argument frequently heard that tax- 
ing away corporate profits would lessen the 
demands for wage increases rests upon pure 
assumption, and is not supported by the de- 
mands being made currently upon the rail- 
roads whose earnings are clearly inadequate. 
The argument may also be countered with 
the point that taxes which take too large a 
share of profits tend to discourage economy 
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and weaken employer resistance to what- 
ever demands are made. 

As for the third objective—the need for 
preserving the business mechanism in good 
working order—a great many business con- 
cerns are not earning in cash anything like 
the full earnings shown. The reason for 
this is that, as business grows, more and 
more of the earnings of corporations tend 
to become tied up in inventories, accounts 
receivable, machinery, etc. Taxes, however, 
have to be paid in cash, and it is already 
clear that many concerns will have to bor- 
row the cash to pay taxes. All this means 
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a constant danger of business becoming 
less and less liquid as we go along. Be- 
cause of the possibility of a post-war slump 
it is extremely important that business con- 
cerns as well as individuals should get out 
of, instead of into, debt—yet how can they 
do this unless the earnings they are al- 
lowed to retain for corporate purposes are 
adequate? The prices at which corporate 
shares are selling in the markets are ample 
evidence that shareholders are not expect- 
ing large profits, but on the contrary are 
fearful of sustaining losses. 

From National City Bank Bulletin, Nov. 1941. 


Federal Finance — After 1945 


J. S. PARKER 
Department of Economics, University of Wisconsin 


INANCING the defense program is 

rightly claiming the attention of all 
thinking people. But the problems of the 
next 40 years are probably more import- 
ant from an economic point of view than 
the problems of the next four years. 

Estimates of the size of the federal debt 
in the post-defense period vary. Jesse 
Jones forecasts a debt of $90,000,000,000 
at least, “even allowing for paying as 
much of this extraordinary cost from cur- 
rent taxes as our economy can stand.” 
Thus Mr. Taxpayer is confronted with 
three alternatives: heavier immediate tax- 
ation, savings and deferred payments like 
that now operating in England, and even- 
tual inflation. Probably the most likely de- 
velopment will be a combination of all 
three of these. 

Compulsory savings sound brutal unless 
they are connected with deferred payments 
in the post-war period. Some labor lead- 
ers overlook the later deferred payments, 
-while others are skeptical whether they 
will ever be made. Financial and business 
interests fear the capital levy. If the de- 
fense emergency lasts longer than 1945, 
there is good reason to believe that some 
modification of the Keynes plan for com- 
pulsory savings and deferred payments will 
have to be adopted in America. 

The proposed increase in social security 
taxes is an aspect of the principle of de- 
ferred savings. It has the merit of collec- 
tion at the source by payroll deductions. 

It is likely that the owe-as-you-go method 
of financing federal old-age benefits will 
be continued. 


Even if the defense emergency ends by 
1945, and even if the defense taxes are 
continued and their proceeds are applied 
to retirement of the federal debt, the most 
optimistic estimate would be for retire- 
ment of $35,000,000,000 of debt during 
the decade 1945-1955. But about 1955 the 
government contribution to old-age insur- 
ance will begin. No one has accurately 
estimated the amount of this contribution, 
but we do know it will begin comparatively 
small and constantly grow larger for at 
least 45 years. 

These forecasts are based on the as- 
sumption that no unusual expenditures of 
the Federal Government will be needed 
between 1945 and 1965. A much more 
likely assumption is that additional ex- 
penditures for post-war programs of pub- 
lic work will be made. If the pattern of 
business cycles following great wars runs 
true to historical precedent, a secondary 
post-war depression of great severity will 
develop shortly after 1955 (or about ten 
years after the close of World War II, 
whenever that ending may come). If defi- 
cit financing to wage war against this new 
depression becomes necessary, the outlook 
for federal finances will be dark indeed. 

What is happening is a steady pushing 
off to the future of all kinds of taxation 
for federal activities. During the 1930s 
we waged war against a depression, and 
postponed taxation for payment of the 
costs. During the 1940s we are defend- 
ing ourselves against dictatorship, and we 
are also postponing taxation for payment 
of many of the costs. During the 1950s 
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Trust Programs For Tax Savings 


Delaware levies no personal property, 


non- 


resident income or corporate income taxes. 


Delaware’s Professional Trustee For Fifty-six Years 


and thereafter we shall have to begin to 
tax to pay the postponed costs of old-age 
insurance. It is quite likely that during 
the 1950s we also shall wage war against 
another depression, and again we shall post- 
pone taxation for payment of the costs. 
What we are doing is to heap one post- 
ponement on top of another. 


When the true condition finally becomes 


apparent, only one way out will remain— 
currency inflation to repudiate the unbear- 
able debt burden. Our problem is no longer 
whether we can avoid inflation. It has be- 
come one of how we can minimize the com- 
ing inflation by a combination of heavier 
taxes now and of compulsory savings now. 


From American Labor Legislation Review, Sept. 
1941, 


Depletion of Estate Tax Sources 


FRANKLIN S. EDMONDS 


President, National Tax Association, 1933-1934; Member, State Senate of Pennsylvania 
(Montgomery County) 


OR some years, we have seen the doc- 

trine of “ability to pay” stretched in 
its application to income and estate taxes 
until in 1941 it has reached its climax in 
this country. What has been the effect ‘on 
the financing of the States? The Federa- 
tion of the Tax Administrators gave me 
the returns to the States and the Nation 
from all forms of Death Duties as follows 


(in thousands of dollars) ° 


State Federal 
100,340 
60,087 
61,897 
64,770 
48,078 
47,422 
305,548 
416,874 
860,700 
360,100 


I sent these figures to the Tax Commis- 
sioners of twenty-four states, where death 
duties have been a major part of the 
state’s revenue, and submitted this ques- 
tion (among others) : 


In your judgment is there any danger 
that the heavy estate taxes of the federal 


government added to those of the states 
may result in time in permanently de- 
creasing the size of estates so as to result 
in a decline in the importance of death 
taxes as a stable portion of the state 
budget? 

I had affirmative answers from the fol- 
lowing: Pennsylvania, Colorado, Minneso- 
ta, West Virginia, New York, Connecticut, 
California, Rhode Island, Iowa, South Caro- 
lina, Ohio, New Jersey, Massachusetts, 
North Carolina,—total 14, and negative 
replies from three states, Indiana, Ken- 
tucky, and Illinois. 

I hold no brief for the millionaire, but 
I feel that he has allowed a fictitious case 
to be made against him which may per- 
vert the industrial policy of the Nation. I 
have no defense for the unworthy sons and 
daughters of wealthy industrialists who 
have used the hard-earned savings of their 
ancestors for pleasure and debauch, but I 
direct the attention of our legislators to 
the fact that in order to check the ex- 
cesses of a Harry Thaw, they may estab- 
lish here an industrial system which would 
make it impossible for Henry Ford, who 
started with but $29,000 cash capital, to 
make it grow into a business employing its 
hundreds of thousands; or the benefactions 
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of Rockefeller, Jr., who has stimulated 
every civilizing influence in the nation, 
and at the same time raised a family of 
patriotic and God-fearing children, or the 
enterprise of the duPonts, who in their 
1940 report were able to announce as fol- 
lows: 


“Twenty-five years ago practically all the dyes 
used in this country were imported from Europe. 
In 1917, your company began the manufacture of 
dyestuffs, and in the first eighteen years of this 
venture invested more than $43,000,000 in the 
business before sufficient profits were earned to 
offset the accumulated operating losses. The 
business is now established on a profitable basis. 
Demestie needs for dyestuffs are now adequately 
met by manufacturers in the United States.”’ 


I have obtained the probate records of 
forty-two estates, representing about twen- 
ty-four states, which had a gross value of 
$88,349,480. After payment of debts, ad- 
ministrative expenses and taxes, the net 
total of our estates was $46,568,325. The 
total of state death duties was $8,897,055, 
and of federal: taxes $25,716,338. Here is 
a total of $35,000,000 paid to government 
from capital for the current expenses of 
government, and it means that there was 
$35,000,000 of wealth on which these de- 
cedents paid taxes in 1939, that in 1942 
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is no longer on the tax roll, and in many 
cases, this means that the neighbors of 
these decedents will now pay higher prop- 
erty taxes. 


Now, what is the effect of such taxes on 
American life? Ours is a dynamic, moving, 
changing economy. Will our leaders be 
willing to run risks with the little that 
they can save after 80 per cent income 
taxes, if the result of the venture goes in 
large measure to government? 


My conclusion is that if the present 
methods of taxation are continued after 
the emergency is past, they will chill the 
ardor for achievement, destroy the free 
capital of the nation, change our industrial 
economy to a static basis, and eventually 
destroy the fiscal integrity of the states. 
It is because of this belief that I have ar- 
gued so strongly for co-ordination of the 
federal, state and local taxing systems. If 
one branch of our government may destroy 
the basis upon which the other branches 
rely, the dominant branch may destroy the 
integrity of the federal system, and reduce 
us to the level of a totalitarian state. 


From address before National Tax Conference, 
Oct. 14, 1941. 


Labor Problems from Defense Priorities 


ROBERT R. R. BROOKS 
Labor Division, Office of Production Management 


HE total volume of production has 

passed all the peaks known in American 
industrial history and is still increasing. 
Amidst this unprecedented over-all expan- 
sion of industry, there are apparent, how- 
ever, a number of dislocations which in 
many instances may prove extremely ser- 
ious. Plants which have been working full 
time, employing large bodies of workers, are 
compelled to cut their output or to close 
down entirely. 

The most important of these dislocations 
are the results of two factors: An actual 
shortage in the supply of certain materials, 
and the transfer of essential materials from 
existing civilian production to expanding 
military production. The enormous appe- 
tite of the airplane industry for aluminum 
leaves no aluminum for pots and pans and 
other household needs. Most of us can get 
along with enamelware, or other substitutes, 
but Manitowoc, Two Rivers, Eau Claire, 


Wis., and New Kensington, Pa., cannot get 
along without continued operation of the 
plants which, until recently, employed large 
numbers of workers in turning out fabri- 
cated aluminum goods. 


Adjustments Made 


The most direct step in solving these dif- 
ficulties is to increase the supply of the 
scarce materials to meet all the demands. 
It is not, however, always possible to do so. 
Besides, it takes time, and the problem is 
immediate. Moreover, it is quite probable 
that by the time the production of scarce 
materials has been increased, the demands 
of the defense program will also have in- 
creased to a point more than enough to 
offset this increase. In the case of imports, 
the shipping bottleneck sets strict limits 
to the possible increase in supply. 

Conditions may go from bad to worse un- 
less these problems are taken into account 
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in making priority allocations. The first 
step is to know the facts. For this and 
other purposes a Priority Branch was cre- 
ated as a part of the Labor Division in the 
Office of Production Management. This 
agency has been authorized to receive all 
complaints of difficulties resulting from 
priority allocations. After being checked 
by Government agencies, the findings are 
submitted to the priority authorities with 
suggestions that they be taken into consid- 
eration in making allocations. 


The Priorities Branch is also called ypon 
to devise ways and means for the rehabilita- 
tion of the plants, communities, and indus- 
tries affected by the shortages of raw ma- 
terials. This is not a simple task. Farm- 
ing out of defense contracts, substitution 
of materials, changes in production, trans- 
formation of equipment, retraining of work- 
ers, transfer of workers to other employ- 
ment centers—these are some of the possi- 
bilities which may somewhat mitigate the 
difficulties created by the diversion of mate- 
rials and equipment from civilian to mili- 
tary uses. 


Substituting Defense Work 


More and more, it has become necessary 
to face these problems upon an industry- 
wide basis, particularly in the industries 
like aluminum fabrication, die-casting, silk, 
rubber, and automobiles, which have been 
most severely affected. 


From the experience of the Labor Divi- 
sion and the defense advisory committees 
in these industries, lessons have been learned 
as to the most effective means of dealing 
with this form of unemployment. First, 
existing equipment, manpower, and skills 
should be used in the defense program at 
the point where they are located. If a com- 
munity is threatened by loss of raw mate- 
rials upon which it depends, every effort 
should be made to place defense orders in 
that community which will best utilize its 
equipment and labor resources. It often 
takes great initiative and imagination to 
bring about this transfer. Aluminum-goods 
manufacturing concerns in Ohio, Pennsyl- 
vania, and Wisconsin are changing, though 
not without difficulty, to the rolling and 
drawing of brass shells. 


The legal technicalities of competitive 
bidding for defense contracts as used by 
the Army have often resulted in denying 
contracts to communities which desperately 
need them. A _ negotiated contract may 
prove somewhat more expensive in money 
costs but the total social costs of idle equip- 
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ment and idle men may be greatly reduced 
through a negotiated contract and the speed 
of the defense program much increased. 

Measures have recently been taken to 
speed up the subcontracting process, partly 
by a reorganization of the defense contract 
service and partly by encouraging the 
formation of associations or corporations to 
accept large prime contracts and subdivide 
them among the areas and the small manu- 
facturing concerns affected by shortages of 
materials. 

When the utilization of existing equip- 
ment and defense work appears impossible, 
the displaced workers are given preference 
in the hiring of new employees at nearby 
plants in which defense orders have in- 
creased the demand for labor. If the dis- 
placed workers do not have the necessary 
skills to permit this transfer to be made 
at once, they are given preference in train- 
ing courses. 


The “Buffalo Plan” 


These policies have recently been success- 
fully applied in handling the unemployment 
situation in Buffalo, which resulted from 
the curtailment of automobile production in 
a local plant. Under the “Buffalo Plan,” 
managements of the defense plants in the 
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HOW TO SPEED-UP 
YOUR COLLECTIONS 
IN NEW YORK STATE 


@ Use our Night Transit Service! It can save you 
as much as 24 hours in the presentation of cash 
items throughout New York State. 


We stay open until three in the morning to meet 
all Buffalo planes and trains. Incoming cash items 
are sorted and redispatched immediately, by the 
fastest possible route. You can see how easily this 
method can save you valuable time in presentation. 


It means that: with a few exceptions, items arriving 
before 12:30 A.M. will be presented the next busi- 
ness day in 60 New York State cities and towns. 
Cash items reach other parts of the country with 
comparable speed. 


Let us show you how we can bring about a worth- 
while reduction in float by speeding up your pre- 
sentations and collections in New York State. 


MARINE TRUST COMPANY 
OF BUFFALO 


A Marine Midland Bank 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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area, the labor organizations of the dis- 
placed workers, and the United States Em- 
ployment Service cooperate in bringing 
about the registration of the displaced 
workers and their classification by skill for 


placement on defense work or for reference 


to training courses. Local union officers 
assist the displaced workers in the regis- 
tration and record of each applicant’s capa- 
cities. The Employment Service and repre- 
sentatives of the union and of plant offi- 
cials cooperate in classifying the applica- 
tions and in matching them against require- 
ments for available jobs. Those who need 
it are given first opportunity to join de- 
fense training courses. During this train- 
ing period the workers are eligible to re- 
ceive unemployment compensation. 


It has been suggested that concerns af- 
fected by shortages of material adhere 
closely to a maximum 40-hour week, which 
will thus spread the work as widely as pos- 
sible. The adoption of four 40-hour shifts 
in expanding industries has been urged 
wherever practicable, both as a means of 
speeding up the defense program and as a 
means of reabsorbing displaced workers. 
When the amount of material involved is 
small in relation to the volume of unem- 
ployment which would result from the denial 
of material, priority authorities are urged to 
give due consideration and allow the indus- 
tries affected to have at least some of the 
materials needed. Unions and management 
have been requested to adopt seniority 
clauses in their agreements which will pro- 
tect the rights of workers displaced as a 
result of shortages of material and thus 
facilitate their reemployment when the sup- 
ply increases or the emergency is ended. 


Some degree of unemployment is inevit- 
able during this period of transfer from a 
civilian to a military economy. But the 
volume of such unemployment can and must 
be kept to a minimum. 


From Labor Information Bulletin, Sept. 1941. 


Cost of Living Bonus 


In Philadelphia, the Corn Exchange Na- 
tional Bank recently announced a cost of 
living bonus for its employees. Compensa- 
tion amounts to 6% of all salaries. That 
same increase in basic pay was also made 
by the Land Title Bank and Trust Com- 
pany which will make quarterly payments 
to its employees. 
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The “Managerial Revolution” 


Re: The Prophesy that Technical Managers under State 
Ownership will Displace Private Capitalism 


Editorial 


O James Burnham, an associate professor of philosophy at New York 

University and author of the book of the above title,* is due a vote of 
thanks for having given cause to business men to think, probably to a 
greater degree than ever before, about the “system” they have so long 
taken for granted. We commend the reading of this treatise to all busi- 
ness executives—and to the author—in the belief that they will find there- 
in two distinct features: an intelligent analysis of the social and economic 
undercurrents that are eating at the foundations of our present institu- 
tions; and a presumptuous conclusion (supported, of course, by copious 
rationalizations) that there is no other alternative but the author’s to the 
end of the “capitalists.” 

This is an addition to the trilogy compounded of Lundberg’s “Amer- 
ica’s Sixty Families” and Arnold’s The Folklore of Capitalism and Berle & 
Means’ The Modern Corporation and Private Property, which might gen- 
erically be entitled “Woe to the Wealthy” or “Hymns of Corporate Hate.” 
Surely the author of that cryptic epigram about the corporation having 
neither a body. to kick nor a soul to damn, must writhe in embarrassed 
anguish as he sees his naiveté exposed. If it were not lése majesté to 
mention it, it could be remarked that it is these very corporations—espec- 
ially the big ones—on which Uncle Sam is placing the major reliance for 
defense production in these days of national crisis. It is because of these 
tools, provided by the damned capitalists, that present-day labor is able 
to make America the great Arsenal of Democracy—when it is not on strike. 

The wide reception of Burnham’s thesis in his Managerial Revolu- 
tion, is proof of his historical contention: that “we must understand the 
war as a phase in the development of (a social) revolution,” and that 
such things as mass unemployment and contraction of opportunity have 
caused people to seek elsewhere than in the realm of laissez-faire capital- 


*“The Managerial Revolution”; John Day Co., N. Y. C., publishers. 1941—$2.50. 
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ism for an acceptable goal or ideology—as they have so many times before. 
As an historian, he brings us a most valuable lesson. He is accurate in 
saying that even “the bourgeoisie itself has in large measure lost confi- 
dence in its own ideologies. The words begin to have a hollow sound in 
the most sympathetic capitalist ears.” As a psychologist his observa- 
tions are penetrating but incomplete, for he fails in common with the 
majority of theorists and panacea-peddlers to distinguish between the 
form and the essence; to realize it is not so much a system that is at 
fault as the human beings that control or operate it. 


UT it is in the economic conclusion that there will be no more capital- 

ists, that anything short of ownership by the state with operation of 
industry by technically skilled managers or organizers, that he outdoes 
Baron Munchausen, in carrying logical laws of nature to their illogical 
extreme. Such ante-mortem autopsies on the capitalist body are hardly 
constructive—nor are they realistic when they allow of no alternative 
to its imminent decease. The die is not yet cast, and probably will not 
be until after the war. Even Leon Henderson recently said: 


“Time does not permit any administrator in the defense program to tolerate 
unnecessary innovation or experimentation in the social or economic field.” 


That decision hinges upon the voluntary and cooperative ability of 
individual initiative of both owners and “managers” to lay a better basis 
for avoiding mass unemployment and for widening the sphere of oppor- 
tunity in a democratic manner. These, we agree, are the death-knell of 
any system. But to conclude, as the author does, that the only solution 
to the “idle men—idle machines” problem is “expansion of the state func- 
tions to comprise also control of the economy” is either pro-Nazi or pro- 
Communist, for the “managers” he envisions are only the counterparts 
of the Gauleiters or the Stakhanovites. While it is true that a serious 
problem of power monopoly has been raised by the divorcement of owner- 
ship control from managerial functions, by which active corporate minor- 
ities may entrench themselves, it is perpetrating a rank injustice on 
workers as well as owners (or investors) to claim that these “capitalists” 
have no longer any useful function. Theirs is as universally valuable 
a job as that of present labor or management, for they alone fight for the 
maintenance, repair and improvement of the tools and equipment which 
enable present labor to rise above the productive abilities of barbarians. 
What is sorely needed is to give truly effective representation to the 
owners of business, and democratic opportunity to workers for useful 
employment and participation in management or ownership. 
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In a roundabout way this book points out a truism: that this war is 
no ordinary contest of military might, but a conflict of ideologies. One 
could go farther and say that it is an effort to escape from the heritage 
of hopelessness left by the last war—especially in Germany. There have 
not emerged what the author well phrases as “Ideologies capable of in- 
fluencing and winning the masses of people which are an indispensable 
verbal cement holding together the fabric of any given type of society.” 
At least not an international one; and apparently America could use a 
better binder than has been provided by a laissez-faire motive on one 
hand or ‘all-wise state’ fantasy on the other. Perhaps a balance between 
the two would be worth a try. 


O managers of capital funds there is a life or death challenge in the 
situation which has arisen out of the shift from owner-manager to 
straw bosses, absentee landlords of industry and/or management by proxy, 
as well as in the fact that federal government investment has totalled 
more than five times private investment during the last seven or eight 
peace years and will be practically the only new market during the war. 
Institutional investors have the chief responsibility, in collaboration with 
corporate management on one hand and the indvidual savers of the country 
on the other, for seeing to it that the mass unemployment of private money 
is ended and further that such tools as it provides are put to the most 
effective armament use during the war, and to the most efficient and wide- 
spread wealth productivity afterwards. A book along these lines would 
be far more in point than dreamlined programs for state socialism, for 
the anomaly is that while, through the peaceful ballot, ruling classes or 
individuals may be turned out by the people’s choice under private cap- 
italism, who is able to turn out a self-perpetuating government hier- 
archy? Ask the Germans—or the Russians. But they can’t tell you, for 
fear of the Gestapo or the OGPU. — 
The decision is in your hands, not in the hands of writers alone. As 
Winston Churchill said: Never in the history of mankind, has the destiny 
of so many been as dependent on the actions of so few. 


Competition in Common Trusts 


OST trust institutions have now 

become convinced that, where 
state laws are not restrictive or oner- 
ous, the common trust fund will be- 
come an essential tool to trust invest- 
ment diversification and economy. Some, 
it is true, prefer to wait and watch the 
pioneers’ experience and others still 
confuse it with the illiquid mortgage 
pools. But nearly a score of the most 
reputable and generally “conservative” 
trust banks have now established one 
or two funds, and show a fine record 
over periods as long as eight years. 


A major cause for concern lies in the 
fear that smaller departments, unqual- 
ified for conservative investment man- 
agement responsibilities, will enter the 
field and bring discredit on the whole 
method through poor records of con- 
servation. Fundamentally, however, 
this is of the same pattern as misuse of 
other trusteeship privileges, and is a 
matter for serious consideration by the 
chartering authorities. As an Iowa sur- 
vey recently disclosed, there are states 
where any bank can assume such liabil- 
ities merely by adoption of powers in 





Missouri's 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It ac- 
cepts no deposits. 


It administers more trust 
property than any other Mis- 
souri financial institution. 
It is the oldest trust com- 
pany in Missouri. 

For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 


their by-laws or constitution. It may 
be necessary to the protection of cor- 
porate trusteeship for the state and 
federal authorities, particularly the 
Federal Reserve Board, to exercise def- 
inite restraints in the granting, or con- 
tinuance as to new business, of powers 
as personal trustee; or even the sep- 
arate incorporation, in the list of spec- 
ific charter powers, of one on common 
trust funds. 

But a danger which extends beyond 
these smaller banks to threaten all who 
establish such common funds is the 
potential competition for yield to make 
a good showing in the published annual 
reports. With several trust companies 
in the same city issuing yearly state- 
ments on income and principal per- 
formance of their respective funds, 
there may arise pressure to relax stan- 
dards of safety in favor of increased 
yield showing. One suggested means 
is to publish only five-year cumulative 
(averaged) records of operating results, 
to put the emphasis on long-range fac- 
tors and safety. Whatever the means, 
it should be an immediate undertaking. 
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The Call for Efficiency 


OW that the honeymoon of trust 

business is over and we return 
from an extended stay in a land where 
millionaires were plentiful, to the trib- 
ulations of married life with neighbors 
of modest means, a thorough inventory 
and reappraisal of the trust-household 
goods—and gods—is in order. 


Instead of settling down to the real- 
ities of present daily life, conforming 
habits to the altered situation confront- 
ing trustees, some have chosen to com- 
plain and to adopt the defeatist attitude 
that their talents are no longer of much 
value. Yet others realize that the age- 
old, universal search is for stewards in 
whom confidence can be placed, for the 
protection and advancement of their 
political, economic or financial well- 
being. 


The principal challenge of the times 
to fiduciaries arises out of the levelling 
of incomes and estates, and the lesser 
share of reward — and purchasing 
power — allowed to capital. This sug- 
gests an invasion on two fronts: first, 
the absolute necessity of providing 
trusteeship for all segments of the 
“middle” classes; and, secondly, a 
clearing off of the barnacles that have 
grown on the ship of estate and slow 
its progress, veer it off the course and 
increase its cost of operation. Many 
of these are legal, others are internal, 
but both are heritages of a century of 
“bits and pieces” accumulation. These 
must be cleared away if trust business 
is to meet the test which faces every 
business today: the ability to demo- 
cratize and be in truth a public service. 
To grow—or even survive—it must be 
politically acceptable as well as finan- 
cially efficient. 


Bank directors and presidents, as well 
as trust officers, have a great stake in 
the success of overcoming the impedi- 
ments to trust business, as they are out- 
lined in the study entitled “Profitable and 
Popular Service,” at page 523 of this 
issue. 
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The “Economics” of Trusteeship 
Report of 12th Mid-Continent Trust Conference, A. B. A. 


ETURNING to the scene of its 

founding forty-five years ago, the 
Trust Division of the American Bankers 
Association held its 12th Mid-Continent 
Trust Conference in St. Louis on Nov- 
ember 6 and 7. The first such confer- 
ence also convened in St. Louis in 1925. 


In his address as president of the 
Trust Division, Richard G. Stockton set 
forth the following statement of policy 
for trust institutions: 


1. Conduct their operations as econ- 
omically as sound practice and efficient 
service will permit; 

2. Know accurately what their entire 
overhead and operating costs are; 


3. Arrive at a schedule of compensa- 
tion which, with a normal flow of bus- 
iness, will, after all expenses and rea- 
sonable allowance for responsibility 
assumed, yield a fair and reasonable 
profit to their stockholders; and 


4. Make no reduction in this mini- 
mum schedule regardless of how ex- 
ceptional the account offered may be 
represented to be. 


Such a policy would instill in the 
public, confidence that they are being 
fairly treated and that the compensa- 
tion paid is a reasonable and good in- 
vestment for efficient trust service, said 
Mr. Stockton, who is vice president and 
senior trust officer of Wachovia Bank 
and Trust Company, Winston-Salem, 
N. C. 


Turning to the significance which na- 
tional security holds for trustmen, Mr. 
Stockton remarked that non-defense 
federal spending has continued not only 
as usual but to a greater extent than 
usual. “We, as citizens as well as trust 
men charged with the welfare of our 
beneficiaries, have a definite present 
duty,” he declared “to build up a strong 
local sentiment in our cities, counties 
and states to offset the old feeling that 
‘if this community doesn’t get the fed- 
eral appropriation, somebody else will.’ 


While we are prone to put on Congress 
all the responsibility for federal ex- 
penditures, when we are entirely frank 
with ourselves we must admit that high 
pressure and politically strong groups 
from practically every community in our 
country take their full share of the 
responsibility. Should we not now ex- 
ert every influence to turn this pres- 
sure toward the elimination of non- 
defense expenditures?” 


EADING the Investment Symposium 

at the second session, Roland C. 
Behrens, vice president of St. Louis 
Union Trust Co., cited the industrial ex- 
pansion and birth of the great chemical 
industry following the last war, as in- 
dicative of the possibilities after World 
War II. In the public view, the suc- 
cess of an investment policy lies in 
aggressiveness, farsightedness, accom- 
plishment—not in the justification of 
our every step, Mr. Behrens continued. 


Threats of inflation are not to be 
regarded as requiring any basic change 
in trust investment policy, he said. The 
average trust seems condemned to live 
on the current earning power of money 
because of the pressure of judicial hind- 
sight, which is not-in the spirit of the 
prudent-man theory. 

The papers prepared by the partici- 
pants in the symposium are summarized 
in the Investment Policy section of this 
issue. 


A report on the novel economic-trust 
panel on America under a War Econ- 
omy will be found in The Capital Econ- 
omy section herein. 


Excerpts from the other papers ap- 
pear as follows: 
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Defense Savings Bonds 
Ideas for New Business 
Savings in Operations 

Small Trust Departments 
Second Revenue Act of 1941 
Compensation from 


Beneficiary’s Viewpoint 536 
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Buck Up, Boys 


FRANKLIN B. KIRKBRIDE 


HE lot of the trust 

officer is happy or 

the reverse, depending 

largely on what he 

makes of his opportun- 

ities. If he lacks un- 

derstanding and sense 

of proportion, and has 

not been endowed with 

humor, his lot may be 

sorry indeed. In such 

a case, I would advise asking for a 
leave of absence and, for a season, be- 
coming one of the “Good Humor” boys 
peddling ice cream by the roadside. A 
summer spent contacting the passers- 
by will make or break even the most 
confirmed cynic, will force a realiza- 
tion that a sepulchral viewpoint which 
might suffice in the headquarters of an 
institute of mortuary research has no 


place in an up-to-date trust department. 

Years ago, when I was a youngster, 
a devoted and determined Mother re- 
quired her sons to black their own 


shoes. She provided the necessary 
equipment, saw that it was used reg- 
ularly, and kept in view a Philadelphia 
Public Ledger editorial entitled, “Black 
Your Heels,” that has never been for- 
gotten. The moral of the piece was 
obvious. A “front” is not enough. The 
judgment of the passer-by may be based 
on what is obvious to him alone, par- 
ticularly if his approach is unseen. 

I go periodically on a coupon-cutting 
jaunt to the safe deposit department of 
a large and prosperous trust company. 
My visits are usually just after the 
doors are opened. I pass through the 
big banking room on my way to the 
subterranean vaults, and as I go down 
the stairs almost always find my eyes 
on a level with the pedal extremities 
of a self-satisfied chair warmer, before 
whom kneels a middle-aged bootblack 
polishing away at the toes of his client. 
I always think of the admonition, “Black 
Your Heels” as I pass by and wonder 
whether certain types of homework had 


not best be attended to when the public 
is not around. Somehow, I can’t get 
enthusiastic about steering a client to 
that particular officer, and yet I may be 
doing the poor man a real injustice. 
Of one thing, I am sure—in his case, 
toes come before morning mail. Maybe 
a bit of elbow grease on his own part 
would help to brighten up the corner 
where he sits. 


CONTRAST that man with a Yankee 

trust officer, bursting with energy, 
obviously carrying a bigger load than 
he should, who yet finds time to take a 
graduate course each summer and who 
keeps the technical knowledge he is 
required to possess always up-to-the 
minute. There is no discouragement 
in his outlook on life or on business. 


I wonder if each one of us is not 
responsible for our own viewpoint? If 
you or I feel discouraged, out of sorts, 
question whether the game is worth- 
while, if there is any future in it, have 
let the difficulties of fiduciary banking 
in a war-torn world get the better of 
us, how about making a real effort to 
snap out of a state of mind that has 
no justification? 

If the problems of investing and the 
myraid phases of trust activity were 
easy, trust companies would never have 
grown to such gigantic proportions. 
One of the main difficulties with our 
thinking is the failure to recognize we 
are not dealing with static, unchanging 
conditions. There is no place today for 
complacency. 

The army is weeding out officers who, 
in action, fail to meet the tests of war 
necessity. Here is where younger men 
get their chance. Age is not alone 
chronological. The quick, incisive, 
clear, enquiring mind, always seeing 
opportunities ahead and finding ways 
of surmounting difficulties may be on 
young or older shoulders. There is no 
room for the officer who continues to 
function as he has always done and is 
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unaware that a changing world forces 
new patterns, and with them, new op- 
portunities. 


OW about a little more of the atti- 

tude of the old-fashioned family 
physician and the family solicitor, put- 
ting the human problem first and letting 
technical knowledge of trusteeship sup- 
ply needs as they are developed? How 
about a little more flexible attitude of 
mind, open to suggestion, tenacious of 
truth, willing to follow wherever the 
facts lead? 

History is not bunk, but we are all 
too often obsessed by the past in our 
thinking, even to the crowding out of 
obvious trends which anyone with an 
open mind should perceive. 

If ever there was a time when the 
wise and experienced trust officer 
should be of maximum value to client 
and country alike, it is today. This 
presupposes an ever alert and active 
mind, fearlessness in action and con- 
structive leadership. This is a mom- 
ent when every trust officer should get 
a little closer than he has ever done 
to the needs and problems of his clients. 
He should balk hysteria and prevent 
emotional excesses which only lead to 
future trouble. He should, by example 
and precept, instill courage into all 
those with whom he comes in contact. 
Most important of all, he should radi- 
ate hope, cheer and a courage so infec- 
tious that he becomes an example of 
the finest type of successful living. 

It is unbelievable that the descend- 
ants of the early pioneers and those 


who sought these shores to achieve 
the personal liberty we hold so dear 
should not live up to the standard and 
pattern of those who made possible the 
spiritual as well as material heritage 
we now enjoy. The obligation which 
today rests on our profession requires 
that the few slackers, if any there be, 
be weeded out and that a new impetus 
be given to constructive effort which 
shall actually enhance the usefulness 
of the trusts for which we are respon- 
sible, their administration so wisely 
carried on that increasing numbers will 
be attracted to the institutions which 
have stood for integrity of purpose and 
have demonstrated success in perform- 
ance. 


Life Underwriters and Trust Men 
Meet in Newark 


The first formal meeting of a “Tempor- 
ary Co-operative Committee” of trust offi- 
cers and life underwriters was held re- 
cently in Newark N. J. Albert Hirst, spe- 
cial counsel for New York State and na- 
tional life underwriters’ associations, spoke 
to the group on the effects of the 1941 tax 
laws. The group was organized as the 
forerunner of a Newark Trust Council for 
the interchange of ideas and experience 
among trust officers and life underwriters. 
The movement is sponsored by the Amer- 
ican Bankers Association and the National 
Association of Life Underwriters. Co- 
chairmen of the committee are: John E. 
Clayton, general agent of Massachusetts 
Mutual Life Insurance Company, and W. 
Dean Pruden, trust officer of the Fidelity 
Union Trust Company of Newark. 
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~ Trust Company Exhibits Art Collection 


HE inaugural installation of the John 
G. Johnson Collection in its twenty 
new galleries at the Philadelphia Museum 
of Art on November 1, 1941, called attention 
to a comprehensive group of some twelve 
hundred paintings covering seven centuries. 
It also brought a belated discovery that— 
as Time put it—the collection was the finest 
in the United States in works of the 
Flemish School, was also unexcelled in its 
scope of Dutch masterpieces, in Spanish 
and German primitives, and ranked high in 
Renaissance Italians. The press was unan- 
imous that the panorama of European 
painting was the most far reaching ever 
privately assembled in this country, and 
that it assured the Philadelphia Museum 
a position in the front rank here and 
abroad. 


Behind these tributes was a fact of in- 
terest to lawyers and trust officials. Re- 
sponsibility for the collection and _ its 
maintenance rests, under the Will of Mr. 
Johnson, with The Pennsylvania Company 
for Insurances on Lives and Granting 
Annuities, as trustee. As a result, the in- 
vitations that went out to art lovers to 
view the results of nearly twenty-five years 
of the Pennsylvania Company’s administra- 
tion, were issued in its trust capacity. The 
kind words of art critics the country over 
indicate that the Company has fulfilled 
its broad and unique duties with foresight 
and diligence. 

By the terms of his Will, drawn a few 
years before his death in 1917, Johnson, 
outstanding lawyer of his generation, left 
his collection to the City of Philadelphia, 
with full discretion in the trustee as to 
housing and exhibiting the paintings. There 
were references in the Will and Codicil to 
the kind of building in which he would 
prefer them to be preserved—with particu- 
lar mention of the Kaiser Friedrich Museum 
of Berlin. But this was followed by the 
distinct statement that all such matters 
were left entirely to the trustee. The 
trustee might also have been mindful of a 
remark attributed to the lawyer: “I don’t 
intend my pictures shall ever be used as an 
excuse for foisting upon the taxpayers of 
the city any marble palace!” 

For practical reasons, the collection was 
finally removed from the large but inade- 
quate Johnson home to the Art Museum. 


In this vast and classic building, the present 
exhibition now shows the full range of Mr. 
Johnson’s art treasures. 


The primary purpose of the trustee is 
to present the paintings in such form that 
their significance can be readily grasped 
and the scope of the collection understood. 
It is also to assure their preservation and 
permanence. Thus the relationship be- 
tween the lawyer and the trust company 
continues in perpetuity. 

That association began back in 1857, 
when the trust company, with total trusts 
well under a million, was still housed in 
modest quarters in old Philadelphia, little 
more than a stone’s throw from the Dela- 
ware River. Johnson, fresh from high 
school, had entered the employ of Lawyer 
Benjamin Rush as an office boy. Other 
duties for Henry J. Williams, Rush’s 
brother-in-law, also fell to the young 
scrivener. With Williams counsel for the 
Pennsylvania Company, the young lad early 
became familiar with its work. Six years 
after his admission to the bar, he had so 
impressed the Directors that he was ap- 
pointed Chief Counsel. 


For nearly fifty years thereafter, John- 
son’s repute in his own city was linked with 
the company he served. His extraordinary 
knowledge of estate and trust law, as well 
as corporate and title jurisprudence, caused 
the bar and title and trust officers through- 
out the city and state to lean heavily upon 
his advices. His national fame, which was 
accompanied by robust stories of his energy 
and independence, and by his representa- 
tion of hundreds of great corporations, 
never submerged his status as Trust Com- 
pany Counsellor. 


At his death the lawyer named his step- 
son, Edward Morrell, as co-trustee with the 
Company. Colonel Morrell passed on a few 
months after his appointment, and sole 
responsibility thereafter rested with the 
Pennsylvania Company. It is not an un- 
usual situation, for many important col- 
lections are in the hands of trustees. But 
the complete administration of one of 
America’s great galleries by a corporate 
trustee is unique and challenges attention. 


(This story was made available through the 
courtesy of Barnie F. Winkelman, member of the 
Philadelphia Bar and biographer of John G. 
Johnson.—Ed.) 





What Trust Prospects Look For 


Six Major Qualifications of Fiduciary Revealed by Survey 


JOHN C. MADDEN 
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IX qualifications of an ideal executor 

and trustee stand out above all others 
in the minds of good trust prospects. 
This is the conclusion resulting from a 
nation-wide survey recently completed by 
our organization. 


In the belief that the trust prospect’s 
ideas about what he expects from his 
fiduciary would be of basic interest, both 
to trust officers and to all men and wo- 
men with substantial estates, the survey 
was planned some months ago. From 
the information obtained, a trust officer 
can check the emphasis his institution 
places on various talking points to obtain 
new business and keep old business sold. 
Using the same information as a guide, 
any man or woman owning property can 
see how well the executor and trustee 
named in his own will meets the com- 
posite standard. 

In a sense, the present survey is a 
sequel to another ‘trust research effort 
made by our organization and reported 
in the April, 1941, issue of Trusts and 
Estates. In the previous survey, 2,355 
judges handling estate cases, attorneys 
with fiduciary practice and trust officers 
were questioned on the most common mis- 
takes made in wills and trust agreements 
—from the point of view of heirs and 
beneficiaries. The results formed the 
basis of direct mail advertising programs 


for various trust departments through- 
out the country. Similarly, the Wilson 
Company plans to offer the outcome of 
the present survey to trust institutions. 


Question Posed to 5,100 


OLLOWING approved “sampling” 

technique, the names of 5,100 men 
and women of means in large and small 
cities all over the country were selected. 
Names in each region were in direct pro- 
portion to the wealth of that section of 
the United States. Seventy per cent of 
those queried were men, thirty per cent 
women. Tests developed a method of 
procedure which would obtain the in- 
formation desired. 

To these men and women—a cross sec- 
tion of persons whose trust business 
would be welcomed by corporate fiducia- 
ries—this single question was asked 
5,100 times: 


Which qualifications do you consider 
most desirable in an ideal executor and 
trustee for your estate? 


In order to encourage complete frank- 
ness, those who cooperated in the survey 
were promised that individual opinions 
would not be disclosed except as part of 
the composite picture. Responses of 
men and women, however, were kept sep- 
arate. 
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After returns were classified and tabu- 
lated this was the result: 


Investment Ability Foremost 


NVESTMENT Experience, in conserv- 
I ing estate funds and in obtaining fair 
income for beneficiaries, is by far the 
most desirable qualification in an execu- 
tor and trustee. Men and women both 
agree. In fact, a number of trust pros- 
pects expressed the opinion that all other 
qualifications do not count if investment 
experience is present. 

Continuing Responsibility is the quali- 
fication which ranks second. In this 
classification are grouped the expressions 
of desire for reasonable assurance that 
the chosen fiduciary will be able to give 
continuous attention to, and also to com- 
plete, designated estate duties. Linked 
with this opinion, in many cases, was the 
need for estate management backed by 
recognized financial responsibility. 

Specialization comes third in the list 
of qualifications trust prospects are seek- 
ing from the executor and trustee they 
name in their wills. Women’s votes are 
proportionately heavier for specializa- 
tion, lighter for continuing responsibil- 
ity, than those of men. 


Impartial but Not Impersonal 
MPARTIALITY is the fourth most de- 


sirable qualification. Comment covers 
impartiality regarding treatment of fam- 
ily problems, as well as impartiality in 
the selection of trust investments. The 
latter phase receives more attention than 
the former. “A Scotch sense of business 
coupled with an Irish sense of justice” 
is what one man expects. 

Knowledge of Family Problems, sym- 
pathetic attention to family situations 
growing out of estate administration, is 
fifth in the composite trust prospect’s 
mind when he considers appointing an 
executor and trustee. Relatively, women 
place this qualification no higher than 
men. This minor rank does not mean, 
of course, that such knowledge is deemed 
undesirable, or that a sympathetic atti- 
tude toward beneficiaries is not stressed 
by many who cooperated in the survey. 
But in most cases other phases of estate 
work seemed more vital. 
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Technical Ability gets sixth place. Pro- 
ficiency in tax matters, bookkeeping and 
in making reports—as well as prompt- 
ness and businesslike methods of remit- 
ting income and handling all the details 
connected with trust work—are part of 
this classification. Interestingly enough, 
men and women who have been beneficia- 
ries under trust funds apparently placed 
more emphasis on the desirability of this 
qualification, than those without such ex- 
perience. 


With only minor variations, the order 
of desirability of the six leading qualifi- 
cations is consistent in all sections of 
the United States. 


Corporate vs. Individual 


THER points mentioned by partici- 

pants in the survey include almost 
every business and personal virtue. Sim- 
ple honesty received most common men- 
tion after the qualifications listed. 

On investment procedure, the prevalent 
desire is for conservatism, dependability, 
experience and use of research. In a 
minority of cases courage, alertness and 
willingness to forget traditional trust in- 
vestment policy—at least with some pro- 
portion of the funds in an estate—re- 
ceived support. With estate taxes ris- 
ing, knowledge of tax conditions quite 
understandably appealed to,many men 
and women who were thinking ahead 
about the financial future of their fami- 
lies. 

Trust prospects in general, as shown 
by the study, do not expect a fiduciary 
to perform miracles. Appreciation of 
the difficulties of preserving principal 
and providing adequate income is in- 
dicated in numerous responses. 

Trust departments of banks and trust 
companies fared well in unsolicited com- 
ment. Expressions were favorable to 
corporate fiduciaries in 42 per cent of the 
cases. An additional 28 per cent either 
advocated having a trust institution as 
co-fiduciary, or told of personal expe- 
riences where this arrangement was sat- 
isfactory. Only 30 per cent stated that 
they, themselves, had named individuals 
in their wills to act as executor or trus- 
tee, or criticized the work of trust de- 
partments adversely. 
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CcJ¥T is very difficult to determine 

where the functions of life insur- 
ance end and the functions of the trust 
company begin, and because it is so 
difficult we believe that in the end it 
is essential that the two institutions 
work side by side to accomplish the 
desired results.” 


This statement was made by Paul H. 
Dunnavan, chairman of the Committee 
on Cooperation with Trust Officers of 
the National Association of Life Under- 
writers in his report to the Association 
at its recent annual meeting in Cincinn- 
ati. Mr. Dunnavan continued: 


“Today, we must face the practical neces- 
sity of paying our legitimate share of taxes 
in order that our democracy may continue 
to function. However, we must also con- 
tinue to have our personal and business af- 
fairs so arranged that we can still carry 
out our desired objectives in spite of the 
ravages of taxation. 


“To assist his clients in accomplishing 
these objectives, the modern life underwriter 
must have a working knowledge of wills, 
trusts, estate problems, investment prob- 
lems and taxes, as well as a complete knowl- 
edge of life insurance. 

“He should also have a working knowl- 
edge of the functions of a modern trust 
company and methods by which the two in- 
stitutions may be brought together for the 
best interests of the individual who is try- 
ing to work out estate problems. 


“The work of the Committee on Co-opera- 
tion with trust officers actually consists of 
two phases. First, reconciliation of con- 
flicting viewpoints and resolution of mis- 
understandings which from time to time 
have occurred between the individuals in the 
two groups, and second, the matter of joint 
education, which is being admirably ac- 
complished through the life insurance trust 
council movement. 


“A further method which is working quite 
successfully is being carried on by indivi- 
dual banks and trust companies. They in- 
vite a group from a life insurance agency 
to a luncheon in the officers’ quarters of 
the bank, where acquaintances are formed 
and common problems informally discussed. 
Another plan is to take the life underwrit- 
ers on a tour of the trust department and 
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N.A.L.U. Reports on Cooperation with Trust Officers 


explain to them the various operations and 
functions involved in the administration of 
an estate. Many difficulties which former- 
ly existed between the life underwriters and 
the trust executives resulted from the fact 
that neither understood exactly what the 
other fellow was trying to accomplish, and 
also in not knowing the men who were try- 
ing to accomplish it. 

“Another point which these councils prove 
is that the business of the life underwriters 
and the trust business are not competitive, 
and that the trust business really begins 
where the sale of life insurance stops. Co- 
operation between the two groups is not 
just a matter of avoiding competition and 
settling differences of opinion. Instead it 
hz.s become a vital necessity to provide com- 
petent service for clients which will enable 
them, under present conditions, to carry out 
objectives which are far more difficult of 
accomplishment than in the past. 


“If both institutions are to justify their 
continued existence, we must either cooper- 
ate or suffer the inevitable consequences.” 


Stresses Cooperation 


The need for cooperation between the in- 
surance man and the trust company repre- 
sentative was stressed by Theodore Widing 
of the Provident Mutual Life Insurance 
Company of Philadelphia, in an address be- 
fore the Million Dollar Round Table at the 
annual convention of the National Associa- 
tion of Life Underwriters held recently in 
Cincinnati. 


This select group, composed of 171 of the 
country’s leading producers, heard Mr. Wid- 
ing explain that a working and effective 
partnership existed between the two groups 
when the trust man understands when op- 
tional modes of settlement should be used 
and when the insurance man realizes when 
life insurance proceeds should be trusteed. 
Because the trust company requires a fee 
and the life insurance plan apparently is 
free is a factor which should not enter the 
picture. The real test is whether or not 
the client’s needs have been adequately met. 


Mr. Widing asserted that the goal of es- 
tate work should be “to have the trust man, 
the insurance man and the lawyer act as 
an executive committee; each contributing 
to the client’s problem the knowledge he has 
of his own particular field.” 
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Ideas for Developing Trust Business 


Five Point Plan for Trust Departments 


JOHN M. ZUBER 
Vice President & Trust Officer, Ohio Citizens Trust Company, Toledo, O. 


HE average person of means has 

only an obscure conception of the 
meaning of estate planning. Frequently, 
therefore, it is necessary or advisable 
when talking to a prospect for the first 
time to explain what you mean by help- 
ing him plan his estate. We explain our 
estate planning work by comparing it 
with that of an architect. We point out 
that if Mr. Prospect desired to build a 
home of a certain style and size he would 
engage an architect. He would explain 
his situation to the architect and discuss 
the matter with him. The architect 
would prepare plans for the house and 
these would be checked and revised until 
they satisfied Mr. Prospect. Finally a 
contractor would be engaged by Mr. 
Prospect to build the home according to 
the plans. 

We then say that we are an architect 
for his estate. We discuss his assets 
with him and find out his desires. We 
then suggest a plan which should be 
checked and revised until he is satisfied 
with it. His lawyer corresponds to the 
contractor. We tell him that like an ar- 
chitect our plans are designed to keep 
costs at a minimum, especially taxes 
against his estate. 


Direct Mail and Special Groups 


I submit the idea that many of us 
might increase the effectiveness of our 
direct mail advertising. Are we over- 
looking one of the basic principles of sell- 
ing, namely, asking the prospect to buy? 
Perhaps we can get more people to come 
to us if we don’t try to be too subtle 
about asking them. 

All trust men recognize the importance 
of maintaining the good will and coopera- 
tion of members of the bar. In our esti- 
mation, it is a definite step in the right 
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direction to make a statement of policy 
to the lawyers. This can be done by a 
letter addressed to each lawyer indivi- 
dually or by a booklet sent to the mem- 
bers of the bar. Another suggestion is 
to invite the attorneys to meetings to 
discuss estate matters. 


It has been said that to have the co- 
operation of a good life insurance man 
is the equivalent of having a well trained 
part-time trust solicitor. One of the 
most effective methods of educating an 
insurance man is to have personal talks 
with him, and show him through your 
trust department. In this way he is 
more or less tutored on the subject of 
what your trust department can do for 
him and his customers. 


Life underwriters too can be invited 
to meetings similar to the lawyer’s meet- 
ings. 


Other Departments 


Recently I learned of a method one 
large bank is using to help solve the 
problem of getting cooperation from of- 
ficers and key employees in other depart- 
ments. Every officer who deals with the 
public is given a simple yet attractive 
manual which he keeps in his desk at all 
times. This manual gives only the fun- 
damental principles of estate planning 
such as elementary tax savings, reasons 
for making a will, and the like. 

Those in other departments show the 
manual to their wealthy customers. In 
showing it they point out the important 
reasons for having a properly planned 
estate and suggest a talk with someone 
in the trust department. 


Use of Films 


There is one medium for ‘promoting 
the trust business which has not ‘béen 
used to any extent—slide films and mo- 
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tion pictures. The uses to which such 
films can be put are many and varied. 
They can be shown at club meetings, es- 
pecially women’s clubs. The story of the 
trust department can be told as well as 
the many human interest stories which 
come out of the trust department. Films 
designed to appeal to lawyers and life 
insurance men can be used effectively. 
It might even be possible to have a film 
to show to individual prospects when cir- 
cumstances would permit its use. 


All of us feel that many people who 
should use our services do not do so be- 
cause of false conceptions on their part 
or because they simply know nothing 


about trust services. Slide films can be 
made a forceful medium in educating 
such people. 

An important part of a trust new busi- 
ness program is that of retaining the 
business we already have. One trust of- 
ficial invites a small group of customers 
to meet at his bank. He shows them 
through the various divisions of the trust 
department and explains the functions 
of each. 

Why not try this idea on a small group 
of your present customers and see how 
it works? 


Future of Trust Business 


Statistics show that in most communi- 
ties trust companies get a surprisingly 
small percentage of the desirable estates 
and trusts. Yet today those very peo- 
ple who own the substantial estates are 
faced with tremendous estate problems. 
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Never before have people of means been 
so much in need of adequate estate plans, 
including the services of corporate fidu- 
ciaries, to preserve their assets. 

The future of the trust business also 
holds in store another opportunity. I have 
reference to extending our services to 
more people. If it is doubtful that large 
estates will be created by future genera- 
tions, why not start now to plan ways 
and means of getting other business to 
replace them? 

One important step in that direction 
is the common trust fund. Another is 
the pension or bonus trust created by the 
employer for his employees. We have 
not by any means exhausted the possibili- 
ties of either of these two types of busi- 
ness. If we serve more people, that alone 
would improve our public relations. Good 
will is dependent to a great extent upon 
the number of people who use or benefit 
from our services. 

Recently I saw a quarterly magazine 
published by a trust company which did a 
grand job of publicizing the benefits be- 
stowed by a large charitable trust. Much 
more of our advertising might well be 
devoted to the human side of our busi- 
ness. Also we can tell our story of com- 
munity service before clubs or other or- 
ganizations. In short, let’s quit hiding 
our light under a bushel basket. 


New Officers of Atlanta Life 
Insurance Trust Council 


Following are the newly elected officers 
of the Atlanta (Ga.) Life Insurance and 
Trust Council for the coming year: 

President, Carroll Payne Jones, Trust 
Company of Georgia; Vice President, Sam 
H. Rumph, Northwestern Mutual Life In- 
surance Co.; Secretary, Franklin Nash, 
Citizens and Southern National Bank; 
Treasurer, S. R. Bridges, Jr., Provident 
Mutual Life Insurance Co. 


0 


John M. Zuber, vice president and trust 
officer of Ohio Citizens Trust Company, 
Toledo, was the guest speaker at the Nov- 
ember 6th meeting of the St. Louis Life In- 
surance and Trust Council. He stressed the 
fundamentals of estate planning and the 
present great opportunities for teamwork 
between the two groups. 
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Trust New Business Column 


SALESMAN OR TECHNICIAN? 


TRUST Solicitor is a salesman. He 

may also possess elements of the 
technician, but first and foremost he is 
a salesman. Otherwise he could not get 
new business. Selling corporate fiduc- 
iary services entails going to the pros- 
pect—explaining the thing he is selling 
—and convincing him of the qualifica- 
tions of his company. That is Job No. 1 
of the trust new business department. 
Job No. 2 might be termed a service 
of “Document Review,” and Job No. 3, 
a complete service of “Estate Analysis” 
—if the bank can afford the competent 
staff necessary to perform such service. 


But there is a tendency today for Trust 
Solicitors to play Role No. 3 under the 
label, “Estate Analyst,” at the expense 
of Job No. 1. To perform Role No. 3 
properly, a 100% technician is required 
—if he has attributes of salesmanship 
so much the better, but he can be a good 
Estate Analyst without being a salesman. 
A successful salesman does not have to 
be a technician. And a half-educated 
technician is like a “bull in a china 
closet.” But the fad today is to be an 
“Estate Planner’—so everyone wants to 
be one. Suppose in the automobile in- 
dustry everybody wanted to be a mechan- 
ic. How many cars would be sold? This 
is what may happen to the trust bus- 
iness, if Trust Solicitors are allowed to 
run rampant as “Estate Analysts.” 


Lawyers and life insurance agents 
meet the bank’s customers on the other, 
outer side of the fence. They know that 
few people have even the slightest un- 
derstanding of what a trust department 
does. There is great lack of knowledge 
on the part of the public regarding the 
very things that Trust Solicitors are sup- 
posed to be selling and added to this is 
the bugaboo of estate gossip that cir- 
culates about “how the X Bank crucified 
the estate of poor old Joe Brown’s 
widow.” 

So let’s get on our horses—and sell! 
Let’s participate in estate planning with 
lawyers and life insurance agents and 


review the documents—but let’s not for- 
get what we are selling, and that it is 
our primary job to sell. 


* * * 


OLD IDEAS ... AND NEW 


T a recent meeting of the New York 

Football Writers Association, a keen 
student of the game pointed out that 
rarely was there ever anything com- 
pletely new in football, and that often a 
play or formation which appears to be 
novel is merely an old play or formation 
reapplied and given a new twist. We 
mention this fact, seemingly far re- 
moved from the scope of this column, 
because not so long ago a well known 
trust new business man told us that he 
had resigned himself to the fact that 
there wasn’t and couldn’t ever be any- 
thing new in the way of trust new bus- 
iness promotion. 


Fortunately for the trust business, 
this individual is not typical. However, 
that does not belie the fact that there 
are many like him who could have learn- 
ed a valuable lesson from the Football 
Writers meeting. What the coach said 
about new ideas in football, applies 
equally well to new ideas in the trust 
business. It’s a different application of 
old tools and old ideas that makes new 
ones. The trust new business man who 
keeps hoping that some day a completely 
new idea will come to him like a bolt 
out of the blue, to turn every trust pros- 
pect into a trust customer, and make 
every trust customer a profitable one, is 
going to wait a very long time. 


The realistic, wide-awake new business 
man appraises what has been done in 
the past in the light of his constantly 
increasing experience and knowledge. 
He determines, if he can, just what was 
wrong or what was missing in previous 
new business efforts and sets about to 
correct it—perhaps reshuffling the ele- 
ments, perhaps adding a few new ones, 
perhaps using the same ones and reap- 
plying them. If our new business men 
were more scientists and less dreamers, 
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the record of the corporate fiduciary 


might be substantially improved. 
* * * 


EFFECT OF REVENUE ACT 


HE Federal Revenue Act may, in 

effect, rewrite the wills of thousands 
of people without their having anything 
to do with it, according to Estate Conser- 
vation, monthly publication of the Amer- 
ican National Bank and Trust Company 
of Chicago. 

“To persons who own property, pass- 
age of the Act means more than the in- 
currence of a substantially heavier tax 
burden. They also incur a responsibility 
in consequence of the tax increases. 
Wills should be reviewed; provision may 
need to be made for payment of the in- 
creased tax; and it may be desirable to 
modify the scheme of distribution ex- 
pressed in the will so that the effect of 
the tax increases shall not be more dras- 
tic than is necessary.” 

In view of the recent ruling of the 
Ethics Committee of the American Bar 
Association permitting attorneys to send 
their clients periodic notices suggesting 
that they review their wills,* now—and 
for some months to come, in view of 
the likelihood of another new Act short- 
ly,—might be a very propitious time for 
trust men to work more closely with at- 
torneys and convince them of the com- 
petency and qualifications of a trust de- 
partment and perhaps help them in the 
preparation of periodic notices to their 
clients recommending will revision in 
view of the drastic changes in the tax 
laws. These meetings will enable the at- 
torney who has a clear understanding 
and appreciation of the corporate fiduc- 
iary to suggest the appointment of a 
trust company in the place of a previous- 
ly named friend, relative or business 


associate. 
* * * 


CORRESPONDENT TRUST SERVICE 


O the West Coast banker, correspond- 
ent trust service is a familiar term— 
especially in Southern California where 
this unique form of trust service** 
has manifested itself most prominently. 
It’s a plan whereby the trust facilities 


*See Trusts and Estates, May 1941, p. 499. 
**See Trusts and Estates, Dec. 1939, p. 589. 
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of metropolitan banks are extended to 
nearby smaller banks which do not find 
it expedient to incur the expense and 
potential liability of trust operations. 
The local bank acts as field agent for 
the metropolitan bank and is in turn 
compensated by sharing with the metro- 
politan bank a fixed percentage of the 
customary fee. 

We understand that a movement is 
under way in Florida to carry the Cali- 
fornia plan even one step further. A 
number of banks (identity unrevealed) 
are contemplating the establishment of 
correspondent trust relations with the 
trust departments of New York banks. 
However, the Florida plan differs from 
California’s in that the banks which use 
the trust facilities of the New York 
banks have trust powers themselves. 
They are appointed in a fiduciary capac- 
ity, and they in turn appoint a New 
York bank to act as their agent in ad- 
ministering an executorship or trust 
account. Under the California plan, 
the metropolitan bank is named execu- 
tor, and/or trustee, regardless of where 
the business originated. 

* * * 


STATEMENT OF PRINCIPLES 


HE first national statement of pol- 

icies covering those issues which in 
the past have endangered harmonious 
relations between members of the trust 
fraternity and the bar, has been adopted 
by the National Conference Group, made 
up of delegates from the Trust Division 
of the American Bankers Association 
and the American Bar Association. (see 
T & E—Oct. ’41 p. 381) 

This is an excellent start. From here 
on, it’s the job of the state and local 
bars and local trust organizations to take 
over. The groundwork has been done. 
It is now up to them to form their own 
local joint conference committees for the 
purpose of implementing and making 
effective the carrying out of these prin- 
ciples in order to bring about a more 
amicable and co-operative state of affairs 
between the two groups. 

Trust new business men might do well 
to consider the use of the report as the 
basis for an advertising campaign ad- 
dressed to attorneys, or its use as a 
reprint for direct mailing to them. 
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ESTATE PLANNING 


T. Mortimer Plumb - A Financial Biography 


Chapter 3, Part III: Lawyer Brown’s Memorandum 


J. SEYMOUR MONTGOMERY, JR. 
Member of the New York Bar 


6é ORTIMER,” said Attorney 

Brown, “at our last conference, 
my friends Mr. White and Mr. Lee out- 
lined a pretty good plan for your poten- 
tial estate according to the present state 
of your affairs. But, mind you, neither 
they nor I would want you to rely on 
this plan as being permanent and still 
good years from now. If our advice and 
judgment are to be worth more to you 
than just a few hours of pleasant con- 
versation, come back to us regularly for 
a reappraisal of the plan, in the light of 
your then current circumstances. 


“There is no need for me to discuss 
the framework of this plan with you any 
further.* I am sure you understand it 
fully. But I do want to acquaint you 
with the means or mechanism by which 
this plan is to be made effective to the 
fullest possible extent—that is, with the 
particular terms and provisions of your 
will and insurance trust agreement—and 


*For the framework of Mortimer’s testamentary 
plan see October 1941 Trusts and Estates, page 
397 ff., particularly pages 398-400, inclusive. In 
brief, the plan is to set up a revocable insurance 
trust of $35,000 of life insurance and to draw a 
will covering $10,000 of stock in a chemical com- 
pany and other miscellaneous property. The terms 
of the insurance trust and of the will are to hold 
the respective properties in trust for the benefit 
of the widow for life, with power to invade prin- 
cipal in the discretion of the trustees, with further 
trusts to the children until reaching the age of 
twenty-five, at which time they receive half of 
the corpus, the balance to be paid to them at age 
thirty-five, except that in the case of a daughter, 
the remaining half of the corpus after age twenty- 
five is held in trust for the daughter’s life instead 
of being paid over to her at age thirty-five. The 
life beneficiaries have a power of appointment by 
will over any corpus in the trustees’ hands at 
their respective deaths. In default of exercise of 
the power, such corpus is to go to the children’s 
issue per stirpes. 
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especially the so-called technical parts 
which will govern the actions of your 
executors and trustees. 


“Now here is a copy of your proposed 
will and a copy of your proposed insur- 
ance trust agreement—” 

“Do you expect me to read all this?” 
exclaimed Mortimer, glancing at the 
several pages of each document. 

“Yes, and what’s more, to understand 
it,” Brown rejoined. “I assure you that 
it is written in the English language. 


Keyed Explanatory Memorandum 


6é OWEVER, it is probable that you 

will not realize the reason or 
function of some of the clauses, even 
though you understand the meaning of 
the words. Therefore, I have prepared 
a memorandum keyed to the paragraph 
numbers of the will and trust agreement, 
explaining the purpose and significance 
of all the clauses, except those which sim- 
ply provide what persons benefit and how, 
and with which you are familiar and 
understand fully already. Please read 
the will and trust agreement over and 
refer to this memorandum as you go 
along. When you have completed the 
job come back to me with any questions 
or doubts you may have. If anything 
should be revised, we shall fix it and then 
execute both instruments, and you can 
heave a sigh of relief—until the next 
time. 

“T say ‘until the next time,’ for I hope 
that through all these talks, you have 
come to realize that changes in your 
set-up can have a devastating effect upon 
your estate plan, unless your will and 
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other implements of the plan are revised 
from time to time so that they fit your 
current picture. Changes which may 
seem unimportant to you may affect your 
estate plans materially. Therefore, I 
would prefer not to draw any will or 
trust agreement at all for you, unless it 
be on the understanding that you will 
review them regularly and that I may 
send you periodic reminders to do this.” 

“T understand, and heartily agree,” 
said Mortimer. 

“Well, then,” replied Brown, “there is 
nothing further for us to discuss at the 
moment. I suggest that you telephone 
me when you have gone over these papers 
and we shall meet again.” 

That evening at home Mr. Plumb sat 
down to his task. Here is the memo- 
randum which Mr. Brown had handed 
him earlier in the day. 


MEMORANDUM 


I. Explanation of clauses in will of 
T. M. P. other than dispositive clauses. 


(Numbers given below correspond to 
the numbers of the various provisions 
of the will.) 


SIXTH. This is a so-called “spend- 
thrift” clause, the purpose of which is 
to make it impossible for an income bene- 
ficiary to pledge or encumber in advance 
the income to which he or she is entitled, 
and to prevent creditors of income bene- 
ficiaries from levying execution upon or 
attaching future income. 

SEVENTH. This clause is inserted to 
make it entirely clear that income bene- 
ficiaries are entitled to income commenc- 
ing as of the date of your death, and not 
as of some later date when the trust 
or trusts may be actually set up. 

EIGHTH. This clause is intended to 
avoid difficulties in case of the death of 
you and your wife in a common accident 
when it shall not be possible to determine 
who died first. 

NINTH. This clause appoints your 
executors and trustees.* You may want 


*Although with the very modest assets now owned 
by Mortimer it would be of doubtful wisdom to 
have an individual, as well as a corporate, trus- 
tee, such provision is made here in order to 
broaden the scope of the memorandum. Further- 
more, it is to be borne in mind that Mortimer’s 
property is expected to increase substantially with 
the years. 
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to revise it so as to include an alternate 
or alternates if one of your executors 
and trustees fails to qualify, resigns or 
is removed. You will note that a bond 
is dispensed with to save expense. 

TENTH. This clause with its various 
subdivisions contains so-called “admin- 
istrative clauses.” The introductory 
part of the clause is careful to provide 
that all of these powers, including the 
discretionary ones, are to be possessed 
and exercised by any successor execu- 
tors or trustees. The introductory part 
also states that the powers thereafter 
expressly given are to be in addition to 
all other powers and authority granted 
in the will or existing by law, and not a 
limitation thereof. In general, the func- 
tion of these clauses is to facilitate and 
simplify the administration of the es- 
tate and the trusts, and save expense. 

(a) Gives the executors and trustees 
rather broad powers to borrow money 
from any source and to pledge securities 
for that purpose. It also authorizes them 
to extend or renew outstanding loans 
made to you in your lifetime. The pur- 
pose of this clause is to provide ready 
cash for taxes, legacies or administra- 
tion expenses when it may be unwise or 
impossible to liquidate securities in the 
market. 

(b) This provision permits the exec- 
utors and trustees to hold the funds of 
separate trusts together as one fund. 
This gives investment advantages be- 
cause of the larger fund available, and 
at the same time may simplify the admin- 
istration of the trusts. 

(c) This is a general clause as to the 
investments, the object of which is to 
give the executors and trustees as much 
discretion and scope of action in hold- 
ing and making investments as any liv- 
ing individual owner would have. 

(d) This clause gives broad powers to 
the executors and trustees to pay, aban- 
don, contest or settle any debts or claims 
by or against the estate, the purpose of 
it being to avoid applications to the court 
as much as possible in the settlement of 
disputes affecting the estate. 

(e) This clause gives the executors 
power to distribute or divide the estate 
into shares in cash or in kind, or partly 
in each. This is to avoid undesirable 
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liquidation on the setting up of separate 
trusts or the distribution of the secur- 
ities at the termination of trusts. 

(f) This clause gives power to the ex- 
ecutors and trustees to vote and exercise 
all other rights in respect to stocks held 
in the estate including power to partici- 
pate in reorganizations and join protec- 
tive committees and pay assessments in 
connection therewith. The purpose of 
this is to give full freedom of action 
in connection with stock holdings. In- 
cluded is a power to the individual exec- 
utor and trustee to act as a director of 
any company in which your estate holds 
stock. 

(g) This clause permits the holding 
of securities in the name of a nominee of 
the executors or trustees or keeping se- 
curities unregistered. Sometimes, partic- 
ularly if the individual executor and trus- 
tee is apt to be away, diligence in selling 
securities may be precluded when his in- 
dorsement is required, as it would be if 
securities are in the names of the exec- 
utors or trustees. 

(h) This clause attempts to remove 
any possible cause for litigation over 
whether dividends are principal or in- 
come, by providing that all stock divi- 
dends (whether of the stock of the cor- 
poration paying the dividend or another 
corporation) and liquidating dividends 
shall be treated as capital and all other 


cash dividends including extraordinary 
dividends shall be treated as income. The 
proceeds of rights to subscribe if sold 
shall be treated as capital. 

(i) This clause does away with the 
necessity for deducting from income 
amounts necessary to amortize bonds 
down to par at maturity, when pur- 
chased at a premium over par. This 
does away with a cumbersome technical- 
ity of the law, will simplify administra- 
tion and accounting, and is in line with 
the policy of considering the life bene- 
ficiaries as the primary objects of the 
testator’s bounty. 

(j) This permits the individual exec- 
utor or trustee by power of attorney to 
delegate his duties to the corporate trus- 
tee in case of his extended absence or 
other temporary incapacity to function. 
The power of attorney is revocable at 
will and in no case is it valid for more 
than six months of any calendar year. 

(k) This clause appoints the individ- 
ual executor and gives the corporate ex- 
ecutor power to designate in case it be- 
comes necessary to probate the will in 
any jurisdiction where the corporate ex- 
ecutor or trustee could not or might not 
desire to qualify. Its purpose is clear. 

(1) Gives the executors and trustees 
broad powers to sell, mortgage, lease, 
exchange and manage real estate, with- 
out application to the court. The ob- 
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ject of this is to give complete freedom 
of action in the handling of real estate, 
and avoid the cost of applications to the 
court wherever possible. 

(m) This clause does away with an- 
other legal technicality by dispensing 
with the necessity of adding any part 
of income earned during the period of 
administration to the capital of the resi- 
duary estate. This again is in line with 
the policy of treating the life benefi- 
ciary as the primary object of the testa- 
tor’s bounty, and simplifying adminis- 
tration and accounting procedure. 

(n) Gives the executors and trustees 
power to enter into any agreement re- 
specting any mortgage held in the es- 
tate to the same extent as the living in- 
dividual owner could. The purpose of 
this, of course, is to give the executors 
and trustees complete freedom of action 
in treating with the owners of premises 
on which there are mortgages held in the 
estate. Also gives power to acquire real 
estate by foreclosure or by deed in lieu 
thereof. 
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(o) Again, this clause is to avoid 
legal technicalities causing much con- 
fusion and complication in the account- 
ings of fiduciaries. Also, it is in line 
with the policy of preferring the life 
beneficiaries over the remaindermen. It 
provides that all foreclosure expenses 
should be paid out of capital, and if the 
estate purchases the property at fore- 
closure sale, the fiduciary shall not be 
required to withhold any income from 
the real estate for the purpose of mak- 
ing any adjustment between principal 
and income, and upon the sale of such 
foreclosed property, the proceeds of the 
sale shall be credited wholly to princi- 
pal. 

(p) This has the same purpose as 
the foregoing paragraph, and provides 
that any deficit in operations of unpro- 
ductive real property in the estate shall 
be paid out of principal, and it shall 
not be necessary to reimburse the prin- 
cipal out of any other income of the 
estate. 

(q) This clause gives the executors or 
trustees discretionary power to advance 
sums of principal to the widow or the 
children, but in doing so, they are to 
take into consideration any similar ad- 
vances which may have been made un- 
der the insurance trust agreement. 

(r) This clause provides, in order to 
save administration and accounting 
complications, that income accrued but 
not yet due and payable shall belong to 
the next estate whenever any particular 
estate terminates. This means that, for 
instance, when your wife dies, no part 
of any dividends or bond interest ac- 
tually received thereafter would have 
to be apportioned to her estate. 


ELEVENTH. This clause relieves 
persons paying or loaning money to the 
executors or trustees from following up 
to see what they do with the money, as 
the law might sometimes otherwise re- 
quire. Here, again, this tends to give 
the trustees and executors more freedom. 

TWELFTH. This clause avoids the 
legal requirement that all taxes be ap- 
portioned as between the various lega- 
tees, and provides that such taxes be 
paid out of the residuary estate. If the 
residuary estate is really adequate, this. 
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clause simply avoids another technical 
complication of accounting, and also has 
the effect of giving small legatees their 
legacies free of any tax.* 


THIRTEENTH. This provision al- 
lows the executors or trustees to carry on 
with the management of any property 
which may be inherited outright by a 
legatee who is a minor, and may well 
avoid the necessity of appointing an 
independent guardian and the resulting 
double commissions on the handling of 
such property. 

FOURTEENTH. This clause ap- 
points your wife testamentary guardian 
of the person and property of such of 
your children as are minors at your 
death. Again, this is to avoid the pos- 
sibility of having to obtain an indepen- 
dent court appointment. 

FIFTEENTH. This clause is put in 
with the idea of saving such portions 
of the will as may be clearly valid in 
case any other portions should at any 
time be held ineffective or invalid by 
any court. 


SIXTEENTH. This paragraph pro- 
vides that whenever a gift to your chil- 
dren is provided for, it is intended to 
include children born after the execu- 
tion of the will as well as children al- 
ready born. This is to avoid any ques- 
tion as to the invalidity or partial in- 
validity of the will in case you should 
have children born after the will is exe- 
cuted. Also, it specifies that adopted 
children, if any, are to be treated as 
other children. 


II. Explanation of clauses in insur- 
ance trust agreement of T. M. P. other 
than dispositive clauses. 

(Numbers given below correspond to 
the numbers of the various provisions 
of the trust agreement.) 


The following clauses and the ex- 
planations thereof are identical with 
the same clauses (which bear the same 
numbers) of the will, as to. which see 
Part I of this memorandum: SIXTH, 
EIGHTH, NINTH, TENTH (introduc- 
tory part), TENTH (b), (c), (d), (e), 
(f), (g), (h), Gi), Gj), (k%), Q), 


*It is assumed that the will contains a few 
minor bequests of cash and personal property. 
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of diamonds in most sizes to their 
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cash. It is an ideal time for you 
and your clients to sell. My ap- 
praisal is free. If you are unable 
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bank or attorneys. 
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(n),(o), (p), (q), (r), ELEVENTH, 
THIRTEENTH, FIFTEENTH and SIX- 
TEENTH. It is to be noted, however, 
that in taking over into the insurance 
trust agreement the foregoing. clauses, 
they have been modified to the extent of 
eliminating any reference to the exec- 
utors or to the estate and refer only to 
the trustees and the trust or trusts. Al- 
though it may not seem likely now, there 
may come a time when this trust will 
own mortgages or real estate, or both, 
and, therefore, it would seem advisable 
to incorporate in the will provisions as 
to the handling of these classes of prop- 
erty. 

The following clauses, however, do 
not appear in the will. The reason 
therefor will appear without explana- 
tion. 

SEVENTH. This clause sets forth 
the duties of the trustees during your 
lifetime, which are merely to hold the 
policies subject to your order, with no 
obligations on the trustees other than 
safekeeping of the securities. You re- 
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tain all rights under the policies, and 
continue to pay the premiums. 

NINTH. This clause obligates the 
trustees under the insurance trust to 
file proof of death and take all other 
steps necessary to effect collection of 
the policies. But before proceeding to 
enforce payment, they may first insist 
upon being secured against all expense 
or liability which they might incur there- 
by. 

TENTH (a) Differs from the similar 
clause of the will and is, in effect, a 
counterpart, for here it authorizes the 
trustees to loan money to the executors 
or trustees under your will, and to ac- 
cept any securities of your estate as 
collateral for such loans at such value 
as the trustees under the trust agree- 
ment deem proper. It also authorizes 
these trustees to purchase from the exec- 
utors or trustees under the will securities 
originally in your general estate either 
at market price or, if no market, at what 


TRUSTS and ESTATES—November 1941 


they deem to be a proper and fair price. 
Also, it provides that in case the trus- 
tees under the insurance trust agree- 
ment should run into any difficulty in 
collecting the insurance, they may bor- 
row funds from your general estate to 
meet such expenses as might be in- 
curred in enforcing payment of the 
policies. 


III. General Comment. 


The clauses above referred to are 
legal and desirable so long as you con- 
tinue to reside in this state.* However, 
if you should move to another state, 
some of these clauses would become un- 
necessary and others might become ob- 
jectionable or illegal, which is just one 
of many specific reasons why you should 
keep your will and insurance trust 


agreement up to date as your circum- 
stances change. 


*A fictitious jurisdiction. 


War and Wills 


Following the outbreak of hostilities in 
1939, the Public Trust Office in Wellington, 
New Zealand, sent representatives to the 
various military camps and Air Force Sta- 
tions on the island, for the purpose of pre- 
paring the wills of soldiers and airmen who 
wished to utilize the services of the Public 
Trustee. During the year 2,880 wills were 
prepared as a result of these visits, accord- 
ing to the annual report of Public Trustee 
E. O. Hales, for the year ended March 31, 
1941. 

Both the number and dollar amount of es- 
tates handled during the period showed an 
appreciable increase over last year. The 
new estates and funds numbered 3,273, val- 
ued at £6,964,179, compared with 3,164 val- 
ued at £5,880,776 reported during the pre- 
ceding year. This brings the aggregate 
value of estates and funds under adminis- 
tration on March 31, 1941 to a high of £64,- 
436,092 as compared with £62,622,175 at the 


close of the previous year, an increase of 
£1,813,917. 


During the year 9,789 wills appointing 
the Public Trustee executor were deposited, 
bringing the total held in custody as of 
March 31, to 105,079, and increase of 7,404 
for the year. An interesting fact, in the 
light of the American Bar Association’s re- 
cent ruling regarding the importance of 
will revision and the propriety of attorneys 
suggesting revision of old and outmoded 
wills to their clients, is that the Public Trust 
Office in New Zealand redrafted, at the 
request of the testators, no fewer than 4,653 
existing wills. 


As a result of the occupation of a sub- 
stantial part of Europe by enemy forces 
much work has devolved upon the Public 
Trustee as Custodian of Enemy Property 
under the Enemy Property Emergency Reg- 
ulations 1939. 


The advisory and discussion panel, associated with the Magazine in devel- 
oping material for the Section of Estate Planning, is composed of Richard A. 
Evans, Jr., Insurance and Pension Consultant; Henry S. Koster, Director, Estate 
Analysis Company; Earl S. MacNeill, Trust Officer, Continental Bank and 
Trust Company; J. Seymour Montgomery, Jr.. Member of the New York Bar; 
George S. Vrionis, President’s Field Staff, Phoenix Mutual Life Ins. Co.; all 
of New York City. The panel is not to be considered as necessarily endorsing 
the views expressed in any material appearing herein. 
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How to Hide Your Will 


RENE WORMSER 
Of the New York Bar; Author of “Your Will and What Not To Do About It” 


ATURALLY, if Aunt Sarah knew _ good old-fashioned method of pulling up 
what was in your will, she might a floor board, inserting the will, replac- 
not continue to be her sweet and atten- ing the board and putting the rug back 
tive self. And if your son’s wife realized in place. That’s rather a good system, 
that her husband was to get only a life for the chance of the will’s being found 
interest under your will, and that she is very slight and besides, there is al- 
would have no chance to spend any of the ways the possibility of the house burn- 
principal herself, there might be the _ ing up. 
devil to pay in the household. Under the But the floor board method has no 
circumstances, you can’t be blamed for  gporting element in it. It does seem as 
hiding your will. though you ought to give your heirs a 
Many good reasons have occurred to break. Consider, for instance, the sec- 
testators in the past for hiding their ret compartment in your desk that no 
wills, and many ingenious methods have one knows about but you. If you put 
been devised for the purpose. your will there, it may never be discov- 
The safe deposit box is perhaps the ered until the desk has become an an- 
most common method. This makes it a tique and passed through several deal- 
bit difficult for your heirs and your ex- 
ecutor to find the document, particularly 
if they do not know you have a will, and 
more particularly if they do not know 
that you have a box. Of course, you take 
the chance that they may accidentally 
find out that you have the box, but at 
least they are put to the trouble then of 
going to court and getting an order to 
have it opened. Then there is the ad- —"s" sce etter Ce cele 
ditional nuisance of having a represen- ers’ auctions. On the other hand, there 
tative of the tax department present is always the risk that the desk might 
when the grand opening takes place. break down and the will be discovered. 
While this method is simple and in- You are reasonably safe, however, with 
volves a certain amount of risk of dis- this method. The law of probabilities, 
covery, it has the advantage of resulting or maybe it’s the law of averages, would 
in sufficient delay before the administra- indicate that the estate would probably 
tion of the estate commences so that be completely distributed to the wrong 
the market has an opportunity to drop. persons before there were any good 
One man thought out a good one. He Chance of finding the will. 
put his will in his safe deposit box, with Professional men and college profes- 
a note giving the combination to his sors prefer the “loose-leaf filing” system. 
office safe. Then he put the key to the This involves no trouble whatever—to 
box in the safe, with a note saying that them—and plays the game of chance at 
the will was in the box. That confused long odds. They simply drop the testa- 
his family for some time—time enough mentary masterpiece in the pile of irre- 
for National Gadget Products, Incor- trievable accounts or last year’s exam- 
porated, to drop seventeen points. ination papers, respectively, and await 
the next spring housecleaning. 
Consider, also, the buried strong-box 
HERE are many more satisfactory method. The conventional system is to 
methods. There is, for example, the insert the will in an iron box and to bury 


Be Sporting About It 
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same in a field. Care must be taken 
to bury it at least two furrows deep; 
otherwise, it might be plowed up. As 
an extra precaution, a wooden box could 
be used, thus adding the hazard of the 
rotting of the box (and the will) beyond 
recovery. The affection of termites for 
wills has not been investigated thorough- 
ly so this additional treatment of the 
problem cannot be recommended. 


Treasure Hunt 


N connection with the strong-box 

method, a Treasure Island or Gold Bug 
variation is possible. A map with ar- 
rows, X’s and mysterious signs and clues 
gives a treasure hunt slant to the search 
for your will. You can (if you want to) 
note on the map that it shows the way 
to your will. Again, you could (if you 
want to) actually plan the map so that, 
with difficulty, it can be followed, but 
this isn’t required by the rules of the 
treasure hunt system. Incidentally, don’t 
just leave the map around. Slip it, per- 
haps, into the Encyclopedia opposite some 
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related article like Grampus, or Zwei- 
back. 

To go back to safe deposit boxes, they 
offer rare opportunities for tricking 
your heirs. One good thing to do is to 
carry the box in an assumed name. An- 
other is to carry it in an out-of-town 
bank. The really smart thing is to com- 
bine both of these features. 

You can doubtless invent better sys- 
tems than those which have been des- 
cribed. The main thing is not to leave 
your will with your executor or lawyer, 
as that would make it all too easy. The 
general principle involved is not to let 
your executor know that you have ap- 
pointed him, and not to let anyone know 
where you keep your will. 


Inheritance Tax Notes as Defense Aid 


United States Senator William H. Smath- 
ers (Dem. N. J.) has suggested in letters 
to President Roosevelt and Henry Morgen- 
thau Jr., Secretary of the Treasury, the 
feasibility of drawing “hundreds of mil- 
lions” into circulation for defense purposes 
through inheritance-tax notes. 

“It has come to my personal attention 
through my clients, as a lawyer, and 
through my friends that the public today 
is carrying hundreds of millions in cash in 
safety-deposit boxes as a reserve to enable 
their estates to pay inheritance taxes,” Mr. 
Smathers wrote. 

“If the government would put out in- 
heritance-tax notes, allowing no interest ex- 
cept as the notes or bonds are used in pay- 
ing inheritance taxes, all of this idle cash 
would be drawn back into circulation and 
into financing our national defense pro- 
gram.” 

It was indicated that if the plan is ap- 
proved the New Jersey Senator would in- 
troduce measures in the pattern of tax 
anticipation notes. 


0 


The American Bankers’ Association 
through the Buffalo Clearing House Asso- 
ciation and the Buffalo, Jamestown, Niaga- 
ra Falls and Olean Chapters of the Ameri- 
can Institute of Banking, recently con- 
ducted a Trust Research Week for mem- 
bers of the Graduate School of Banking, 
trust associations and other groups inter- 
ested in the problems of trust research. 
Gilbert T. Stephenson is the director of 
this department of the A. B. A. 
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Trends in Estate Planning 


HENRY S. KOSTER 
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LAST CHANCE TO TAKE CAPITAL 
GAINS ECONOMICALLY? 


AM XNE of the points likely to be included 
\ Jin the new tax law, which is expected 
to be passed by Congress late this year or 
early in 1942, is a change in certain pro- 
visions with relation to the tax on gains 
incurred through the sale of capital 
assets such as securities. The effect of 
the present law is that a maximum 15% 
Federal tax is paid on the total amount 
of gain in securities that are held over 
two years, even though the individual 
may be in a higher than 15% income tax 
bracket. Any change will no doubt be 
less favorable to the taxpayer. 

It is a question whether any change 
will be made retroactive to apply to those 
securities sold during 1941. Therefore, 
it would appear better judgment to defer 
selling securities for tax purposes until 
the contents of the proposed bill are 
known or until we get closer to the end 
of this year. If this bill is not enacted 
before December 31, there is of course 
a better chance that its provisions, per- 
taining to capital gains, would not be 
made retroactive to 1941. 


In such event it will no doubt be to 


the advantage of taxpayers to effect such 
liquidation of securities in which they 
have large capital gains, to the extent 
that they desire, in the year 1941. It 
will probably be many years hence before 
they again may have such a favorable 
tax situation. 


IGNORING GRANDCHILDREN 


N planning the distribution of their 

estates, many fathers develop careful 
protective devices for their wives, sons 
and daughters, but when it comes to 
grandchildren there is a great tendency 
to say, “I can do only so much; they will 
have to fend for themselves.” Some day 
this lackadaisical attitude toward grand- 
children may come home to roost. Grand- 
children have the habit of growing up 
and one day they become the fathers and 
mothers—faced with problems just as 


was the grandfather when he failed prop- 
erly to complete his estate planning. 

Take the case of the man who provides 
under his Will that his estate shall be 
held in trust for the life of his daughter 
and upon her death the principal is to go 
outright to her issue—of course, with 
that phrase “per stirpes’” tacked on. 
This might be excellent protection for 
the daughter but what of its possible 
effect on the grandchildren’s financial 
character? 

Let’s see what might happen. The 
daughter dies unexpectedly while her 
children are very young, and these in- 
fants get the estate. While they are - 
minors their property is managed by a 
guardian—but, comes the ripe old age 
of 21, the “child of 21” suddenly finds 
itself in complete control of a large sum 
of capital—no strings attached. What 
are the chances of that child’s saying to 
itself, “what do I have to work for—I 
have plenty of money, so let’s enjoy 
life.” Is such a person going to turn 
into a competent and good citizen? Per- 
haps, but more often—NO! 

It may be equally unwise for our 
grandfather to tie up his estate in trust 
for so many years into the future—the 
lives of his daughter and grandchildren. 
But he can delegate to his daughter the 
right to speak for him many years in 
the future—at the time of her death, 
when she can know those future condi- 
tions and can know her children. Our 
grandfather could complete his planning 
by giving his daughter the right to ad- 
just the conditions under which her 
children are to receive the benefits of 
the trust fund after her death. This 
he could do by giving her a power to 
cause such re-distribution through exer- 
cising a power of appointment by her 
Will, effective at her death. If desired, 
for tax saving or other reasons, this 
power of appointment could be limited to 
being exercised in favor of a specified 
class or group of beneficiaries, such as 
the daughter’s descendants. 
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FEWER RECORDS IV 
PERSONAL TRUST ACCOUNTING 


Another of the important advantages of the IBM 
Electric Punched Card Method in Personal Trust Accounting 
is the small number of records that are maintained. Once 
recorded in terms of punched holes in cards, the same infor- 
mation can be used repeatedly to produce whatever statements 
and reports. may be needed,...instead of having to be tran- 
scribed many times. ; 


There is no need for separate Investment, Incame 
Collection, Income Tax Court Accounting and other operating 
division records, All the reports needed are automatically, 
accurately and economically prepared from a few original 
punched card files, A punched card Account Asset Ledger, 
for instance, makes it unnecessary to maintain an investment 
division account record, a personal property division record, 
and an address file. 


Meny banks are realizing higher operating efficiency 
and worthwhile economies, not only in their Personal Trust 
Accounting, but in other operating divisions as well, through 
the use of punched cards and IBM Electric Accounting Machines, 


We should like an opportunity to show you how this 
modern, automatic accounting method can be applied in your bank, 


Very truly yours, 


IB UA Corporation 


SALES OFFICES AND SERVICE STATIONS IN PRINCIPAL CITIES OF THE WORLO 














Profitable and Popular Service 


A Call to Cooperative Action in Clearing Away 
Major Obstacles to Efficiency of Personal Trusteeship 


ANY of the processes or methods 
followed in the settlement of de- 
cedent’s estates and in the administra- 
tion of trusts are contortuous, compli- 
cated and overlapping to a degree in- 
consistent with the fees involved and 
unnecessary, even inimical, to achieve 
maximum results for the beneficiaries. 
Under the law and practice of many 
states, the fee-cost ratio is too low for 
an extension of the service of the cor- 
porate fiduciary to people of small 
means. That is not to be answered sim- 
ply by an upward revision of the fee 
schedule. We believe that the objec- 
tive, a democratization of the trust 
business, may be attained by a simpli- 
fication of procedure through remedial 
legislation, on the one hand, and stan- 
dardization of methods and forms, on 
the other. But these alone are not suffi- 
cient, nor can they even be attained with- 
out the full cooperation of the top exec- 
utives; the profitability, like the quality, 
of service is determined finally by the 
capability of management and personnel. 
The trustee has an important duty 
within the fabric of Social Security. 
He deals not only with concrete things, 


principal and income; but with human 
relationships, with settlors who have 
worked and saved and with beneficiar- 
ies who, were it not for competent trus- 
tees, might be public charges. The time 
has come when we must provide practical 
ways and means of making this service 
available to an even greater number of 
people. 

Much commendable work has_ been 
done in treating the symptons of high 
administrative costs, but an all-out at- 
tack on the roots of the trouble is needed. 

When the Committee on Trust Pol- 
icies of the Trust Division was organ- 
ized several years ago, its purpose was 
to put the personal trust business of 
the country on a profitable basis. That 
was its charter and guiding star and 
that is today its primary function and 
its most promising work. 


No Magic Formula 


O successfully accomplish its pur- 
pose, the leaders in this field real- 
ized from the beginning that it would 
be an impossible undertaking to pro- 
duce a magic formula which would 
turn unprofitable trust departments into 
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profitable ones. They well knew that 
no amount of feeding of mental pab- 
ulum could possibly fatten for the mar- 
ket those unfortunate endeavors which 
are still struggling to beat the economic 
laws of sound business; namely, that 
without a sufficiently large market and 
volume there can be no successful oper- 
ation. 


It is this fact which has not been 
sufficiently publicized and which con- 
tinues to scatter the effective fire which 
otherwise could be directed upon the 
problem. For we still continue to ob- 
serve the many cost studies and the 
pitiful showings of the earnings of 
trust departments as are reflected in 
the surveys throughout the country 
which feature over-all averages pre- 
ponderately of the smaller units, and 
the figures in the Comptroller of the 
Currency’s annual reports. These are 
held up to the common gaze as the 
chestnuts in the fire to be pulled out 
—how? By appealing to the legisla- 
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ture for increased compensation, of 
course! Can any business man be im- 
pressed by such manoeuvres or can the 
lack of appreciation and cooperative 
action be fairly ascribed to uninformed 
sources? No—let us stop fooling our- 
selves. We cannot obscure the funda- 
mental fact that not all of the trust de- 
partments in this country of ours should 
have engaged in the business in the 
first instance. 


Other People’s Chestnuts 


HE operation of the unyielding 

laws of economics must be permit- 
ted to apply to these unpromising de- 
partments. We cannot permit the con- 
fusion and distraction that their trou- 
bles and griefs constantly arouse to be- 
fog our vision and prevent the remain- 
der from falling into the error of con- 
stantly thinking how to increase our 
compensation and so help in raising the 
costs of living and by that process make 
more distant that more promising goal 
of greater service which is to be gained 
by reducing our costs and thereby 
widening our field of service. 


Where the line should be drawn to 
determine whether there should or 
should not be a trust department is not 
easy to answer. But that there is such 
a line, and that we must draw it and 
refuse to let conditions beyond it influ- 
ence our serious planning and thinking 
seems to be essential and urgent. What 
happens to the rest of us on this side of 
that line? Should we still devote most of 
our day and night dreaming of that 
happy hunting ground of increased 
compensation? How can our degree of 
successful as well as profitable opera- 
tion be increased? How can we reach 
out and serve that large and untapped 
source of business—the smaller estate 
and trust? How can we more profitably 
administer our present business? 


The answers to these questions can 
be supplied only after it has been 
clearly demonstrated and very generally 
recognized what the causes are which 
prevent our entry into this field. And 
here we find the greatest of confusion 
because we have been more concerned 
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in this matter of economical operation 
with the surface top soil than with the 
plant or sub-soil. 


Man and the Machine 


E have been talking for years of 

these operating economies and 
forgetting all the while that the funda- 
mental requirements are the quality 
and capacity of the personnel assigned 
to the task and a simplification by mod- 
ernization and standardization of the 
administrative functions. We talk and 
prepare long lists of office procedures, 
of the method to operate machines and 
ticklers and how to file securities and 
papers as though we were dealing with 
the greenest of amateurs. As so aptly 
put by Gwilym A. Price at the Chicago 
convention in September, the funda- 
mental question of the successful man- 
agement of a trust department is 
whether it has established a correct set 
of standards for its trust department 
—and foremost of such standards is 
the quality of trust personnel. This fact 
cannot be stressed too frequently. If a 
business as complicated as the personal 
trust business is to be successfully man- 
aged, the best in leadership and official 
direction is not too good. True economy 
and welfare of the bank lie not in the 
short-sighted palliative of salary cuts but 
in the reverse. 


When we have to discuss elementary 
office procedures, which should already 
be in effect in every well-run department, 
we are far from the goal of basic im- 
provements and are diluting the real 
potentialities. The proof of this is that 
even if all of the 90 and 9 operating sug- 
gestions are adopted and put into 
practice, we would find that the 
resultant economies would still be far 
from producing a satisfactory operat- 
ing ratio of profit. 


These manuals are reminiscent of an 
actual story of a committee engaged in 
preparing a manual of procedure and 
operation for 2 bank. When the work 
was completed, cone of the higher of- 
ficials was astounded that the manual 
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did not contain an instruction that the 
vault should be locked at night before 
going home! 


The Confusion of Many Tongues 


HAT then is the matter with this 

personal trust business, assuming 
that it is being given the benefit of ex- 
perienced and effective management? 
Probably any one looking at it objec- 
tively and understandingly would 
conclude that it is a business of in- 
ordinate and complicated services 
operating in a field surrounded by 
legalistic checks and balances and per- 
petuating archaic forms and ritual. It 
has its birth, its baptism, confirmation, 
marriage and final burial rites attended 
by the best of legal care. Attempting to 


‘protect itself against all possibility of 


surcharge because of inadequate protec- 
tive practices, it is unable to serve as 
courageously or as helpfully as it would 
like; struggling to find a way out of con- 
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fusing language in an agreement to 
which it is a signatory; faced always 
with the possibility that some of its 
minor children or wrathful remainder- 
men may rise up to smite it for past 
errors; clothed in as tight a girdle of 
supervisory overseeing as ever encom- 
passed any business — is it any wonder 
that it is not enjoying a happy 
existence. 


These appear to be the principal con- 
clusions that one analyzing this problem 
would report. Of course, there are 
many others. The lack of uniformity 
of language meaning or services in- 
tended in these hand-tailored instru- 
ments under which we are acting; the 
natural desire of any person to ask us 
to make good our much advertised 
ability to do the job better than the 
individual trustee; and the everlasting, 
persistent fallacy that the investing of 
money by corporate trustees for the 
protection of settlors, widows, orphans 
and children—not to mention the in- 
competents—is a science. 


Some First Steps 


HAT can be done about it? Very 

little—without fearlessly facing 
the facts and the legislatures. For 
without legal aids instead of impedi- 
ments to judgment, uniform laws, and 
the inauguration of up-to-date probate 
procedures, chartered trustees can do 
little of consequence. 


One of the most helpful pieces of 
uniform legislation would be an ac- 
counting act which would permit 
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trustees to file their accounts and 
secure a binding release not more 
infrequently than three to five years. 
But this act must recognize and over- 
come the principal objection to any 
such act, viz. the attendant additional 
legal expense and sometimes the un- 
necessary and provoking inquisitions of 
ambitious attorneys appointed by the 
courts to “protect the rights and inter- 
ests” of minors and other contingent 
interests. Not that such interests 
should be unprotected. But practices 
in some quarters are not conducive to 
the true interests of the estate and for 
these conditions a remedy must be 
found. As long as it becomes the duty 
of private counsel appointed by the 
courts to examine into the accounts of 
a trustee on behalf of nonrepresented 
parties in interest and the compensa- 
tion for such services will be measured 
by the job performed, it is only human 
nature to spread oneself, and any 
system based upon these practices is 
bound to be not conducive to the best 
interests of the quasi-public trustee and 
its future business. 


If the personal trustee cannot secure 
easily and without costly legal pro- 
ceedings a review and release of an 
account stated—and apparently he 
cannot at the present time in most 
states—how can the corporate trustee 
continue to strive for profitable oper- 
ation and how can our business attract 
and be said to be in the public interest? 
The answer is that it cannot. 


Small and Large Potatoes 


ARTICULARLY is it difficult to 

appraise the value of corporate 
fiduciary services from an investment 
angle as there is yet no freedom from 
the prescribed so-called legal lists, 
which have been subjected to much 
deletion in recent years. Railroad 
bonds, once the backbone of trust in- 
vestment portfolios, no longer can be 
found in sufficient quantity and quality 
to fill that need and yet we find those 
who in public office, while not expert 
in matters of security investment, plant 
themselves stubbornly against any 
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modification or modernization of the 
rules for the election of prudent invest- 
ment. 


Many argue and pick flaws in the 
Uniform Principal and Income Act to 
take a prime example. Perhaps it 
doesn’t solve all the problems or give 
all the answers, but it gives so many 
that to delay its enactment in many of 
of the remaining states simply pre- 
cludes or postpones reaching the goal 
of putting the personal trust business 
on a profitable basis. Committees of 
the Trust Division continue to urge its 
adoption. Why is there comparatively 
no effective action? Far from being 
an unimportant aid to our business, it 
has been given the local track while 
such legislative moves as bills for in- 
creased compensation hold the express 
route. Why? 


Standard and uniform procedures; 
simplification and reform in probate 
practice; elimination of all archaic and 
out-moded embellishments are needed 
now. We must free trustees from in- 
herited and annually compounded yard- 
age of red tape binding their every-day 
transactions. Put the business on a bus- 
iness basis. Above all, recognize that it 
is a business and that to be profitably 
conducted it must have the courage and 
active leadership of men with com- 
petent business judgment to meet the 
problems presented. 


[Trust executives in every state are 
herewith urged to participate in the 
continuing search for means of im- 
proving efficiency in the management 
of personal trust accounts. As a first 
step we invite advice as to what the 
major impediment is—in your exper- 
ience—to profitability of present ser- 
vice, and to extension of profitable 
service to smaller accounts. — The 
Editor.) 


Heads N. Y. Association 


Carl Neumeister, vice president and trust 
officer of the National Bank of Auburn 
(N. Y.), was recently elected chairman of 
the Central New York Trust Association. 
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Under Dominion Government Supervision 


Controls Over Foreign Funds 


The Treasury Department has recently 
taken further strong measures to prevent 
the Axis from realizing free dollars or 
other valuable foreign currencies through 
remittances to Axis controlled areas. Un- 
der an amendment to General License 
No. 32, remittances to persons in the Axis 
countries and in Axis controlled countries 
cannot be made if such remittances make 
free dollars or valuable foreign currency 
available to the Axis. Such remittances 
are still permitted if only blocked dollars 
result from the transaction. 


This policy has not as yet been fully ap- 
plied with respect to remittances to Amer- 
ican citizens in the “frozen” countries. 
Remittances to such Americans may con- 
tinue substantially as at present under 
General License No. 33. 


The Treasury Department also indicated 
that the same strict policy would be fol- 
lowed in dealing with applications for 
special licenses. It was further indicated 
that amounts made available to American 
citizens in Axis countries and Axis con- 
trolled countries under special licenses 
may be drastically curtailed. 


In a later announcement, it was revealed 
that a new General License No. 75 had 
strengthened China’s foreign exchange po- 
sition. Pursuant to this license, remit- 
tances in any amount are permitted to any 
part of China, except Manchuria, as long 
as the United States dollars arising from 
such remittances are made available to the 
Stabilization Board of China upon its de- 
mand. 
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Trends in Taxation 


EVELOPMENTS in fiduciary taxation 

was the theme of the November meet- 
ing of the Personal Trust Round Table of 
the New York Chapter, A. I. B. William 
Imhof, of Harison & Hewitt, warned that 
the Treasury Department is making serious 
efforts to include a great number of living 
trusts within decedents’ gross estates on 
the authority of the Hallock case, in situa- 
tions where the instrument does not ex- 
pressly rule out all possibilities of reverter 
in the settlor. He suggested the desirability 
of reviewing existing trust instruments from 
that viewpoint, perhaps amending them to 
provide for an ultimate remainder to heirs 
or a charity, or, where irrevocable, convey- 
ing any remaining interest for a real or 
nominal consideration. 


Another suggestion made by Mr. Imhof 
was that corporate executors, in preparing 
estate tax returns, should not rely on real 
estate appraisals by real estate firms. He 
advised the employment of professional ap- 
praisers who are more likely to arrive at 
a market value figure, which will in most 
cases be lower than the other. 


Mr. Imhof also urged prompt filing of 
state death tax returns, rather than sub- 
mitting them at about the same time as the 
federal. Otherwise, the state tax depart- 
ment is likely to await the federal audit 
before passing on its return. With speedy 
filing, the probability is that the state would 
pass over many of the close questions about 
which the Treasury would raise doubts be- 
cause of the difference in the tax yield. 


A trend toward realism in federal taxa- 
tion of trusts was described by James K. 
Polk, of Whitman, Ransom, Coulson & 
Goetz. This trend is manifesting itself, said 
Mr. Polk, by a tendency on the part of the 
judiciary to minimize the effect of legal 
forms and titles as controlling the incidence 
of taxation and to emphasize the substance 
of the transaction. 

In view of this, he remarked that the 
“draftsman has got to get practical minded 
along with the tax-gatherer. Half-way 
measures (the-eat-your-cake-and-have-it- 
too-approach) are going to be more apt to 
back-fire in the future than they have in 
the past.” Incidents of ownership and con- 
trol must be entirely divested if the settlor 
hopes to be relieved of income and estate 
taxation. Of course, he may then be obliged 
to pay the gift tax. 


Mr. Polk warned that the present trend 
is going to continue much farther, citing 
the possibility of the estate and gift taxes 
being integrated into one system (with a 
closer correlation of the income tax), and 
removal of the advantages of powers of ap- 
pointment and successive interests in trusts. 
However, there will still remain legitimate 
fields for trust tax-saving, as, for example, 
creation of annuity-type trusts where the 
income would be taxable to the trustee (if 
the beneficiary already has a large income). 

But the main consideration in future. 
draftsmanship is going to have to be: what 
is the dominant or basic purpose in creating 
the trust, Mr. Polk asserted. “If it is a tax 
purpose, the instrument should be framed 
to that end with the consequent subordina- 
tion of other matters, such as control by 
the grantor, holding on to possibilities of 
reverter, etc. If the tax angle is secondary, 
the primary purposes should not be stultified 
by ill-considered tax measures.” If the 
former, it might be desirable to incorporate 
a saving clause permitting the grantor to 
revoke the instrument if its future classifi- 
cation for tax purposes should be different; 
or possibly providing for distribution of the 
corpus in the case of certain tax eventuali- 
ties, or some sort of reformation upon 
agreement of certain of the beneficiaries 
contingent upon the happening of certain 
events, Mr. Polk concluded. 


Changes effected by the Revenue Act of 
1941 were discussed by Lloyd Waugh, as- 
sistant vice president, United States Trust 
Company of New York, who pointed out 
that these changes were rate-wise rather 
than in principle. While the proposed Ad- 
ministrative Code on which the Treasury is 
working may modify existing rules and 
regulations (e.g. deductibility of trustee 
commissions), Mr. Waugh suggested that 
fiduciaries apply the present law to returns 
for 1941 because of the unlikelihood of any 
new Act this year. 


Plain English for Trust Business 


The caption is the title of a study pre- 
pared by Gilbert T. Stephenson and issued 
as a supplement to the October issue of 
The Trust Bulletin. It constitutes Number 
One in the Second Series of Studies in Trust 
Business undertaken by Mr. Stephenson, 
director of the Trust Research Department. 
of The Graduate School of Banking. 
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Savings in Operations 


Suggested Economies for Reducing Trust Costs 


RONALD M. KIMBALL 
Vice President, Continental Illinois National Bank & Trust Company, Chicago 


HERE is no secret to this present- 

day problem of running a trust de- 
partment profitably. Your problem is 
basically the same as every one else’s, 
regardless of volume. Income from se- 
curities is lower—so if your fees are 
based on income, your return is less. Es- 
tates are smaller in size and in number 
—therefore, if you charge on a principal 
basis, your return is also reduced. Right 
now—and for some time to come—all of 
us must find ways and means of showing 
a profit, not by the increased fee method 
but by the expense reducing route. 


Recently the Research Committee of 
the Financial Advertisers Association 
carried out a survey along the line of 
suggested economies. An overwhelming 
majority answered that the greatest 
economies in operations appear to be in 
wills and trust agreements, in eliminat- 
ing controversial provisions and stan- 
dardizing investment powers. 

The Trust Division’s Committees on 
Trust Operations and Trust Policies have 
been doing the same job independently. 
Let me take seven suggestions which 
appeal to me out of the ninety-odd pre- 
pared for later distribution by the Trust 
Division. 

I. Assignment of duties of lesser respon- 
sibility to the lower salaried em- 
ployees. 

A. Establish job of allocation clerk to 
allocate all cash entries, principal 
or income, to trust accounts. 

B. Work out details involved in mak- 
ing remittances from trust accounts 
by group of junior clerks: 

1. Set up ticklerized remittance and 
statement file; 

2. Prepare form letters for use in 
sending remittances and state- 
ments; 


From address before the Mid-Continent Trust 
Conference, A. B. A., St. Louis, Nov. 7, 1941. 


8. Authorize remittance clerks to 
approve debits to accounts for 
regular remittances—subject to 
predetermined blanket approval 
by administrative officer. 

C. Authorize junior administrative 
clerks to handle substantial part of 
work in making distributions. 

This would relieve senior adminis- 
trative men of considerable detail 
work, at the same time that it de- 
velops candidates for senior admin- 
istrative work. 


II. Eliminate numerous small holdings. 


A. Liquidate small holdings, wherever 
possible, at time new accounts are 
accepted. 

B. Sell stock rights received in connec- 
tion with present holdings, rather 
than acquire fractional shares. 

. Attempt to dispose of small amounts 
of security issues received in con- 
nection with reorganizations. 

. Consider number and amounts of 
various security issues in planning 
current investment program. 


. Maintain an approved list of securities. 


A. Have investment analysis group in- 
vestigate various listed securities 
and prepare a list of securities 
recommended for trust investment 
purposes. 

. Have Investment Committee and 
Directors’ Committee on Trust De- 
partment review the list. 

C. Make use of the security list ap- 
proved by the Directors’ Committee. 

. Keep the list current by analysis 
by the Investment Division. 

1. Investigate new issues and make 

recommendations for inclusion in 

approved list; 

2. Review issues on current list and 
make suggestions to eliminate 
issues in the light of altered cir- 
cumstances. 

. Make investments from the approved 
list for accounts where trustee has 
discretionary powers. 
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IV. Dispose of “expensive assets.” 


A. Find assets for which maintenance 
costs are relatively high, generally 
real estate, numerous small holdings 
of securities, items such as personal 
notes, and deficiencies which involve 
considerable collection costs. 

. Have periodic account reviews by in- 
vestment and administrative groups. 
This, plus the general knowledge of 
accounts by administrative men, 
should permit the identification of 
expensive assets and their elimina- 
tion. 

. Whenever the trust agreement per- 
mits, effect sale of costly real estate, 
change investment portfolio in re- 
gard to securities involving high 
collection costs, and attempt to ef- 
fect settlement of notes, judgments, 
and similar assets. 

V. Assignment of real estate to professional 
property management agents for 
management attention. 

A. Have agents maintain record of in- 
come and expenses of operation of 
property and send statement of re- 
mittance of net income each month; 
let agents’ statement serve as a 
subsidiary ledger, posting only 
totals to trust books or duplicate 
copy can serve for statement to 
beneficiary; 

B. Maintain a small staff of manage- 
ment supervisors to spotcheck man- 
agement of property by agents; 

C. Charge the usual management fee 
to the accounts as before. The 
amount received by you, however, 
is reduced by the amount of agents’ 
fees. 

If no satisfactory managing agents are 
available it may be necessary for the bank 
to render this service. It is also possible 
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that, in some communities, banks may be 
able to charge enough for management ser- 
vice to make this the more profitable method 
of handling real estate. 


VI. Level off the “peaks” by spreading re- 
mittance or statement dates. 

A. Spread remittance and statement 
dates for new accounts through var- 
ious dates in the month. 

B. Attempt to equalize number of state- 
ments or remittances handled each 
day. 

C. Assign quarterly, semi-annual, and 
annual statement and remittance 
dates to months that are generally 
less active than others. 

VII. File securities in the vault “open face.” 

A. For each account place bonds hav- 
ing same coupon date in alphabetical 
order in folders large enough to hold 
bonds without folding; 

B. Put on the folders stickers indicat- 
ing: the months in which interest 
and/or principal of the securities 
are due; 

C. File folders in chronological se- 
quence by interest date; 

D. File stocks alphabetically by corpo- 
ration name in same size folders. 


Putting Suggestions Into Practice 


State trust associations would handle 
those economies under the heading of trust 
legislation.* Local associations—or banks in 
the same localities working together— 
could give consideration to all these econo- 
mies, and probably come to an agreement 
that certain of them are practical for all 
and can be put into effect. 

In my opinion, the greatest progress will 
be made by institutions acting individually. 
Possibly the board should name a special 
committee on economies, made up of ,the 
trust officers, junior officers and division 
heads, with power to act and not just to 
suggest. 


*As recommended in the full report. 


A. B. A. Mid-Winter Trust Conference 


The twenty-third Mid-Winter Trust 
Conference of the Trust Division of the 
American Bankers Association will be held 
at the Waldorf-Astoria Hotel in New York 
City on February 3, 4, and 5, 1942, it was 
announced recently by Richard G. Stock- 
ton, president of the Trust Division, and 
vice president and senior trust officer of 
the Wachovia Bank and Trust Company, 
Winston-Salem, N. C. 
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Reappraising Trust Serviceability 
Problems of the Small Trust Department 


CLYDE H. DOOLITTLE ; 
Trust Officer, lowa-Des Moines National Bank and Trust Co., Des Moines, Iowa 


This forthright, keen analysis of the conditions which breed dangerous 
results not only to the smaller departments but also to the entire struc- 
ture and public acceptance of corporate trusteeship, was a stellar contri- 


bution to the Mid-Continent Trust Conference this month. 


It merits the 


attention of every official of a fiduciary association as well as of every 
bank in this classification, providing, as it does, a pattern of action 
which should be followed in all states.——Editor’s Note. 


OR the purpose of this discussion, 
define a small trust department as 
one located in a city having a popula- 
tion of less than one hundred thousand 
having trust assets of less than $20,- 
000,000 and with an operating force of 
less than twenty officers and employees. 
This large group consists of a great 
number of institutions ranging from 
the purely service department, without 
special economic or social benefit to its 
community, to the successful small trust 
department about to attain full stature 
in the economic life of the community. 
If you will study the recent survey 
by the Committee on Trust Information 
carefully, you will find that a large per- 
centage of the American public has, in 
spite of intensive educational cam- 
paigns, an erroneous conception of 
many of our most highly regarded pol- 
icies of operation. This conception was 
not implanted in the public mind by 
chance and it was not a guess. It has 
arisen from observation of the mis- 
takes of the past, the repetition of 
which is largely confined to the small 
trust department group. They are mis- 
takes of the mind and not of the heart 
and arise from lack of experience and 
a limited concept of the duties of trus- 
teeship. It ought to be a matter of deep 
concern to all of us that these failings 
be corrected by long range programs of 
education and assistance extended to 
all trust departments alike. 
I respectfully suggest, as a prerequis- 
ite to any plans for improvement of 


From address before Mid-Continent Trust Con- 
ference, November 7th. 


small trust departments, a survey of 
every banking and trust institution in 
the United States covering the char- 
acter and amount of trust business, its 
personnel, its broad operations and pol- 
icies. If necessary, let us enlist the 
aid of regulatory officials and bodies. * 
With the results before us, we could 
visualize the problems and speak with 
certainty, rather than surmise, of the 
tasks awaiting us. 


From Bond Trusteeships to 
Farm Management 


As a rule the small trust department 
tends more quickly to adjust itself to 
the community needs and purposes. 
This responsiveness creates several 
problems, one of which is caused by 
attempts on the part of small trust de- 
partments to provide a large array of 
trust services with the inevitable failure 
to provide efficient service, with conse- 
quent accruing liabilities. The first 
and primary obligation of every small 
trust department is a thorough, factual 
appraisal of the needs for trust service 
in its community and a voluntary dis- 
carding of all trust services not essen- 
tial to such needs. It may seem em- 
barrassing to the trust institution to 
explain to the only customer in its com- 
munity requiring transfer agency ser- 
vice, for example, that his requirements 
can be better served by the trust com- 
pany having long experience in that 
field, but such embarrassment is not to 
be measured with the lack of confidence 
engendered by a failure to efficiently 
handle the unfamiliar function. 
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Ten years ago, our trust department 
had a substantial corporate business, 
largely as trustee for local bond and 
debenture issues, responsible for 60 per 
cent of our annual gross income and 
70 per cent of our annual net earnings. 
These bond issues represented public 
borrowings of local industries doing 
largely a state-wide business and sel- 
dom had more than state-wide distri- 
bution. This business has almost dis- 
appeared from our books and in five 
years will be completely gone. Govern- 
ment-managed currency control, low 
rates for money, regulation by the 
Securities and Exchange Commission 
and the increasing use of the term 
“loan” have revolutionized local cor- 
porate borrowing. It is very doubtful 
if the purely local bond issue is ever 
revived as a method of corporation fin- 
ancing. 


Faced with this development, so crit- 
ical for our department, we began for 
the first time to really study our com- 
munity’s trust requirements. While 
Des Moines is proud of its thriving in- 
dustry, it is essentially a market place 
for the two and one-half million people 
of Iowa to whom agriculture is para- 
mount. We could find no place for the 
department store array we were then 
offering. These services, unessential 
to our community, had resulted in an 
increased cost of operation for the de- 
partment and lacked extensive use. Ac- 
cordingly, we eliminated all such ser- 
vices and now refer them to institutions 
fully equipped to handle them, center- 
ing our attention only on the admin- 
istration of estates, guardianships, trus- 
tee under testamentary and living trusts 
and agencies, and are doing a better 
job on these than when our efforts were 
scattered. 


An interesting side-light has been the 
development of our farm management 
service. Almost every substantial Iowa 
estate or trust includes one or more 
farms. For lack of time and personnel, 
we had felt compelled to use local 
agents in servicing these farms. Now 
we are able to offer a fully cfficient and 
scientific farm management service, ex- 
tending over all of Iowa. The appeal to 
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those considering an executor or trus- 
tee is readily apparent. 


Only by thorough survey of commun- 
ity needs may the small trust depart- 
ment hope to emerge from the service- 
department status to that of an inde- 
pendent, useful and profitable depart- 
ment. 


Influencing Friends to be Customers 


One of the problems emphasized by 
differences between the large city trust 
institutions and the small trust depart- 
ment lies in the intimate relationship 
of the customer to the trust personnel. 
The trust officer, if he is to succeed in 
building a substantial trust department, 
must take an active part in the social, 
business and civic life of his commun- 
ity. He belongs to the social and ser- 
vice clubs, takes part in every commun- 
ity project and serves the welfare and 
social service organizations. As a re- 
sult, he knows his customers as friends 
and associates before he contacts them 
as prospects for his department. To 
every such friend and associate he is 
the trust department and no lecturing 
them on corporate entity or corporate 
succession disabuses their minds that 
the trust officer is personally respon- 
sible for the management of their trust 
or estate. 


This impression is strengthened be- 
cause the trust officer, for lack of spec- 
ialists in his department, becomes a 
sort of community encyclopedia on in- 
come and inheritance taxes, probate 
procedure, investments and wills, and 
can be easily reached and consulted on 
such enigmas to the lay mind. The 
prospect thus inevitably tends to com- 
pare trust department service with that 
of the individual trustee in the form of 
some other equally close friend, asso- 
ciate or attorney. Solicitation by junior 
officers or solicitors is quite likely to 
terminate with the prospect’s desire to 
consult only with his close personal 
friend, the trust officer. So the small 
trust department must constantly find 
means to impress itself on the public 
mind as a corporate trustee. But while 
selling approaches are seldom required 
and cold canvasses almost unknown, it 
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is far more difficult to interest the close 
friend or business associate than a total 
stranger. Closing the sale is still more 
difficult; the fact that the trust officer 
will see the prospect at lunch or din- 
ner makes procrastination seem only a 
minor sin. 


Adequate Supervision and Records 


Small trust departments have per- 
plexing problems in attempting to adopt 
uniform methods of trust operations. 
Those of metropolitan institutions sel- 
dom fit or, if useful at all, must be com- 
pletely readapted to the special operat- 
ing problem or the lack of personnel or 
equipment. This is evident in the at- 
tention given securities. The ingenuity 
of the trust officer usually provides 
some satisfactory method of review and 
supervision of purely local stocks, bonds 
and mortgages, municipal and govern- 
ment issues, but when it comes to listed 
stocks and bonds, he has never been 
able to find any method of service and 
review completely satisfactory to him- 
self or within the scope of his budget 
or personnel. The usual method is to 
conduct a periodic review with what- 
ever available information may be at 
hand or easily obtainable as to listed 
stocks and bonds and then hope for the 
best. 

In general, a serious weakness in 
operations of the small department is 
its failure to obtain adequate forms and 
records. Many are piling up contingent 
liabilities because they do not adequate- 
ly record their operations. Including 
institutions of varying degrees, size and 
efficiency, spanning all types of service, 
acting under all sorts of statutory reg- 
ulation and probate procedure, it is too 
much to hope for complete uniformity 
of records and forms. But a great ser- 
vice can be performed if the personnel 
can be impressed with the necessity of 
adequate forms and records, tailormade 
by themselves to fit the needs and pur- 
poses of their department, and based 
on successful operating procedure of 
the large, experienced trust company. 
Many small departments still ignore the 
necessity for adequate bookkeeping con- 
trols, for investment review, coupled 
with the equally important informative 
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record of such review and distinction of 
principal and income in every opera- 
tion. 


Beware the Occasional Trust 


The most serious problem of the small 
trust department is the acceptance of 
the occasional trust by banks unequip- 
ped by experience or competent per- 
sonnel to efficiently administer them. 
The temptation is particularly difficult 
to withstand in these days of low earn- 
ings. Here is the estate of the leading 
citizen of the community with a sub- 
stantial fee at the close of administra- 
tion. It can easily be obtained by a 
little persuasion by the community 
banker, the fee will substantially in- 
crease the net earnings of the bank for 
the year and the problems of adminis- 
tration are disregarded. No matter that 
the personnel of the bank have not the 
training to administer the estate effic- 
iently and wisely or to recognize liabil- 
ity when it appears, no thought given 
to the primary principles of adminis- 
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tration or to the necessity for separate 
books of account, segregation of assets 
or the prohibition against self-dealing. 


The result of such ill-advised accept- 
ances is to be found in the decisions of 
every Court in the land and the damage 
done to trust business is particularly 
deadly to the small trust department. 
News travels fast and far—particularly 
bad news—and the mismanaged occa- 
sional trust is the horrible example pre- 
sented by every lawyer in his illustra- 
tion of unauthorized practice of law by 
banks generally. No record of efficient 
administration will overcome the gen- 
eral presumption against corporate 
trusteeship. In an effort to escape 
these consequences small banks have 
too frequently attempted to persuade 
an officer to accept the appointment, 
perform the duties, and pay the fees to 
the bank. This screen is always lifted 
during litigation and only prejudices 
the case. 


The occasional trust is also frequent- 
ly accepted on the theory that the busi- 
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ness ought to remain in the community, 
and that, at any rate, the bank will do 
a better job than the individual fiduc- 
iary. The argument may be advanced 
that the bank as an executor or admin- 
istrator can somehow favor itself as a 
creditor of the estate. The whole prob- 
lem stems back to the indiscriminate 
granting of trust powers. 


What the Iowa Survey Disclosed 


As illustration I present the results 
of a recent survey, by the Iowa Bankers 
Association trust committee, of the 646 
banks in Iowa covering their collective 
exercise of trust powers, and I am sure, 
typical of the problem to be found in 
the nation at large. (Authority to ex- 
exercise of trust powers, and, I am sure, 
Iowa is obtained by including such 
powers in the articles of incorporation 
of the bank, originally or by amend- 
ment.) On the basis of replies received, 
it appears that 467 of Iowa’s 646 banks 
are authorized to exercise trust powers, 
of which 105 were not presently exer- 
cising such powers. Of the 362 banks 
exercising trust powers 324 had no offi- 
cer or employee giving full time to trust 
operations. [Italics ours] Of the 38 
remaining banks, only 24 had officers 
giving full time service, the remainder 
being under part-time officer supervision 
with full-time employees. 

Of the 324 having only part-time offi- 
cer and employee supervision, it was in- 
dicated that the average percentage of 
time given by the officer or employee did 
not exceed 20 per cent. About 60 per 
cent of the banks segregated trust assets 
and slightly over 50 per cent kept some 
form of separate books of account. As 
nearly as could be ascertained from the 
necessarily restricted scope of the in- 
quiry, Iowa has not at this time over 
20 regularly constituted trust depart- 
ments, by any accepted definition of the 
term. There is little question but that 
a similar survey in other states would 
reveal these weaknesses apparent in the 
operations of small trust departments. 


Safe Standards Must Be Universal 


Many of the small trust departments 
are merely service departments. Many 
are handicapped in their efficiency by 
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obsolete, outmoded state probate laws 
and many suffer from lack of uniform- 
ity or efficiency in operating methods. 
We must meet the situation with a long- 
range program of education and assist- 
ance to the small trust departments look- 
ing toward the improvement of their pol- 
icies, operations and service to remove 
a public menace to corporate fiduciary 
business. 


In the Federal Reserve Act we have 
a logical, comprehensive standard for 
National banks authorized to transact 
trust business. Many state statutes fit 
the same general standards but this is 
a national problem, transcending state 
boundaries. National and state regu- 
latory bodies and commissions must be 
impressed anew by us with the necess- 
ity of eliminating the ill-fitted and of 
refusing licenses to institutions unpre- 
pared by their very location and lack of 
resources to faithfully and efficiently 
carry out the duties and obligations of 
trusteeship. We do not lack for a 
standard in the Statement of Prin- 
ciples. Monopoly, injustice and fav- 
oritism can be charged, but it is a 
task which will be undertaken by 
trust institutions themselves or relin- 
quished to legislative bodies without 
adequate knowledge and actuated with 
the desire for disciplinary action. For 
the protection of the public we serve, 
we must assume the responsibility of 
providing only safe, efficient, trust- 
worthy corporate trusteeship. 


Conflicts Under Indentures 


No conflict of interest exists under The 
Trust Indenture Act of 1939 when a trus- 
tee under an indenture for a company acts 
as trustee under an indenture for its affili- 
ate, subsidiary or parent, according to an 
opinion handed down in November by 
Chester L. Lane, general counsel of the 
Securities and Exchange Commission. 
Granting that conflicting interests may 
arise in such situations, Mr. Lane held that 
this type of conflict is not one of the nine 
specified in Section 310 (B) of that Act 
as disqualifying a trustee. In his opinion, 
Mr. Lane stated that these named relation- 
ships were intended by Congress to be 
exclusive. 
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Penn. Trust Meet 


“Practical Experience with a Common 
Trust Fund” is the title of an address to 
be given by Albert W. Whittlesey, at the 
Mid-Winter Conference of the Trust Com- 
pany Section Pennsylvania Bankers Asso- 
ciation, in Harrisburg on December 5. Mr. 
Whittlesey is trust investment officer of 
The Pennsylvania Company for Insurances 
on Lives and Granting Annuities. 

M. Paul Smith, associate trust officer, 
Norristown-Penn Trust Company, will de- 
scribe the “Operation of a Common Trust 
Fund Composed Principally of Mortgages.” 
Recent State legislation affecting trust 
companies will be reviewed by Carl W. 
Fenninger, vice president, Provident Trust - 
Company, Phila., and public relations will 
be the subject of an address by Craig R. 
Smith, assistant vice president, Central 
Hanover Bank & Trust Co., New York, 
and of a panel discussion led by John Kin- 
neman, Jr., vice president, Peoples-Pitts- 
burgh Trust Co. 

Reports of the various standing commit- 
tees will complete the program over which 
J. Regis Walthour, trust officer, First Na- 
tional Bank of Greensburg, will preside. 
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Trust Compensation from Beneficiary’s Point of View 


Experience Proves Desirability of Adjusting Fees 


in Existing Accounts 


GILBERT T. STEPHENSON 
Director of Trust Research, The Graduate School of Banking, A. B. A. 


HEREVER the business of a trust 

institution is not on a paying 
basis at the present time, the only way 
of putting it on a paying basis immed- 
iately is by making existing accounts 
profitable. 

This discussion is restricted to cases 
in which the settlor or testator is dead 
or in which the trust is irrevocable 
and all the beneficiaries are adult and 
competent to deal direct with the trust 
institution on matters of compensation.* 


Trust institutions located in the fol- 
lowing cities appear to have made or 
are making the most consistent and 
systematic and, in the main, the most 
successful efforts to adjust compensa- 


tion in existing accounts by direct deal- 
ing with beneficiaries: Hartford, New 
Haven, Wilmington (Del.), Philadel- 


phia, Cleveland, Baltimore, Winston- 
Salem, Chicago, Minneapolis, St. Paul 
and Denver. 


Three Prerequisites 


There appear to be three conditions 
precedent to satisfactory dealing with 
beneficiaries as regards compensation 
in existing accounts, namely: (1) 
knowledge of costs, (2) good customer 
relations and (3) proper approach. 

The method of approaching the bene- 
ficiary on this point is influenced by 
the compensation provisions of the in- 
strument and by the origin of the new 
rates proposed to be applied. If the 
will or trust agreement is silent as to 
the trustee’s compensation or if it sim- 
ply says, in substance, that the trus- 
tee is to receive “reasonable” compen- 


From address before the Mid-Continent Trust 
Conference of the American Bankers Assn., St. 
Louis, Nov. 7, 1941. 

*In all other cases, the matter is one for the 
settlor (or insured or principal) or the court. 


sation, the trustee may, as a matter of 
right, proceed to adjust compensation 
without consulting the beneficiary be- 
forehand. If the new rates are pres- 
cribed by statute, the trustee may raise 
substandard to statutory rates (unless 
the instrument otherwise provides) 
without consultation with the benefic- 
iaries. This method may, as a matter 
of right, be applied also in cases in 
which it is provided in the instrument 
that the trustee shall be compensated 
according to uniform schedules in force 
at the time the service is rendered. 


However, not all things that are law- 
ful are expedient. In many a case un- 
der one of the foregoing classifications, 
it would be highly inexpedient to adjust 
compensation without informing or con- 
sulting with the beneficiaries before- 
hand. About the only safe test to apply 
is that of the Golden Rule and any doubt 
whatsoever on this point should be re- 
solved in favor of informing or consult- 
ing the beneficiary. 


Among trust men the consensus is 
that wherever possible the beneficiary 
should be reached in person. Further- 
more, they are of the opinion that, 
wherever possible, the interview should 
be held in the office of the trust insti- 
tution, where the trustee has at hand 
the documents and records to answer 
the beneficiary’s questions and to sup- 
port its own request for changes in 
rates. 


As to Fixed—Compensation Accounts 


Among trust men there is a wide dif- 
ference of opinion as to the wisdom of 
attempting to adjust with beneficiaries 
compensation in accounts in which a 
definite fee or commission has been 
written into the instrument or into a 
separate memorandum, letter or agree- 
ment. 





TRUST OPERATIONS 


One group says that the trust insti- 
tution, having made its bargain, should 
stick to it; that the institution runs the 
risk of losing more in the long run by 
putting itself into the position of being 
charged with trying to ease out of a bad 
bargain and being willing to go back 
on its word than it ever could gain by 
raising rates in the comparatively few 
fixed-compensation accounts. 

The other group says that a trust in- 
stitution should not be denied an effort 
to obtain adequate compensation even 
in fixed-compensation accounts; that, 
freely admitting its obligation to live 
up to the original agreement, it should, 
nevertheless, feel perfectly free, with- 
out any forfeit of self-respect or the 
respect of others, to lay all of the facts 
before the beneficiary and leave it to 
him to say whether, under all the cir- 
cumstances, the old rates shall be con- 
tinued or new ones applied. 

Naturally, the character and person- 
ality of the beneficiary should have a 
great deal to do with the course of the 
trustee. If the beneficiary is a mature, 
experienced person who knows his way 
around in the business and financial 
world, there would seem to be no sound 
reason why the trustee should not, safe- 
ly and properly, present all the facts 
and abide by the beneficiary’s decision. 

If one were to count noses, one per- 
haps would find that, taking the coun- 
try as a whole, a majority of trust men 
do not favor trying to adjust rates in 
fixed-compensation accounts. However, 
in counting noses one should take into 
account that in most places the fixed- 
compensation account itself is the ex- 
ception and not the rule, that many an 
institution does not have such an ac- 
count on its books, and that through- 
out the country a strong tide is running 
now against the continued acceptance 
of fixed-compensation accounts. At the 
same time, still counting noses, one per- 
haps would find that a majority of the 
trust men in the eleven cities, that have 
had the most actual experience in deal- 
ing with beneficiaries, believe that in 
appropriate cases the trust institution 
should not hesitate to make the effort 
to adjust rates even in fixed-compensa- 
tion accounts. 


Strengthening Good Will 


In the eleven cities in which trust in- 
stitutions have made the most system- 
atic, concerted efforts to adjust com- 
pensation in existing accounts through 
direct dealing with beneficiaries the 
trust men by an overwhelming majority 
report that the reaction of the benefic- 
iaries has been favorable. However, it 
is only fair to say that one finds in 
some of the replies—a minority, to be 
sure—terms such as these, indicative 
of unfavorable reaction: “regretful un- 
derstanding,” “not anxious to have rates 
increased,” “no formidable resistance.” 

It is not enough, however, merely not 
to leave the beneficiaries in a state of 
“regretful understanding.” The aim 
should be to use the adjustment of com- 
pensation as an occasion for promoting 
good will. 

On this point one trust man, says: 
“We are convinced that nothing can 
be lost and much can be gained by a 
discussion of the compensation provi- 
sions with our beneficiaries. Even 
though changes are not possible in some 
cases in existing trusts, we have edu- 
cated our customers to the point where 
they will not expect to receive trust ser- 
vice in the future at the rates estab- 
lished in the past. In many cases there 
have been definite expressions of opin- 
ion that our services are worth more 
than even the increased rates. My per- 
sonal opinion is that our public rela- 
tions are being improved by our frank- 
ness in discussing questions of compen- 
sation.” 

Trust compensation from the lawyer’s 
point of view is to be the subject of a 
later study.* We can say now that in the 
main, lawyers are reported as being fair- 
minded and reasonable about the matter. 
They are disposed to make a distinction 
between fixed-compensation accounts 
and other types of accounts. Lawyers 
engaged largely in estate and trust 
practice are said, as a rule, readily to 
see the reason for and the justice of 
adjustment of compensation even in 
fixed-compensation accounts where pre- 
sent day conditions could not have been 
anticipated. 


*Also courts, legislators and trust officers. 
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..A Convenient Investment 


It is convenient to invest, in person or by mail, in a 
Federal savings and loan association any time and start 
earnings not later than the first of the following month. 


Earnings in Savings Share Accounts accumulate and com- 
pound semi-annually. Checks on Investment Accounts are 
mailed June 30 and December 31. 


Investors may ‘withdraw’ principal conveniently upon re- 
quest or after notice upon a basis which fully protects all 
concerned, 


The account of every investor in every association is in- 
sured as to safety up to $5,000 by an instrumentality of 
the United States. 


SELECTED FEDERALS, Inc. 


135 S. LaSalle St. Field Building Chicago 


This is not an offer to sell any security. Selected Federals, 
Inc. is a non-profit corporation composed of qualifying 
Federal Savings and Loan Associations which sell directly 
to investors. Full information, including list of members, 
will be furnished upon request. 








The Common Stock Hearings 


Pro and Con of Arguments Respecting 
Extension of Legal List Investment 


J. W. MEADER 


HE question whether common stocks 
are suitable investments for insur- 
ance companies was aired last month in 
the hearings before the New York Joint 
Legislative Committee on Revision of 
the Insurance Law. Of course, many 
aspects of the question go far beyond the 
field of life insurance, important as that 
is, and much of the testimony at the 
hearing would apply equally to the in- 
vestment policies of colleges, foundations, 
trustees, banks, fire insurance compan- 
ies, and other fiduciary institutions not 
subject to the restrictions imposed on 
life insurance companies in New York. 
Low interest rates have unquestionably 
increased the difficulty of finding satis- 
factory investments, and the danger of 
inflation has convinced many trustees of 
the weakness of a bond position—espec- 
ially those at premium prices. Several 
states have recently extended authority 
of trustees to hold equities, while Con- 
necticut has substituted the “prudent 
man” rule for the legal list. 

The most frequent complaint against 
legal restrictions, voiced at the hearing 
by A. J. Martin of United States Trust 
Co., is that the supply of desirable bonds 
included in the legal list is insufficient. 


A similar argument, advanced by Dwight 
C. Rose, was to the effect that stocks 
afford a higher return; that from 1908 
to 1938 stock investments of the 25 larg- 
est fire insurance companies yielded 6.05 
per cent, bonds only 4.43 per cent. 


Official support for permitting life in- 
surance companies to invest in common 
stocks was not entirely lacking. Sum- 
ner T. Pike, Commissioner of the fed- 
eral Securities and Exchange Commis- 
sion, said that insurance company re- 
serves already are endangered by the 
shrinkage in the supply and rate of re- 
turn on bonds, while many common 
stocks provide safe investment. It was 
clear to him that unless the legal list for 
insurance companies were liberalized, 
serious consequences adverse to the com- 
panies, policyholders and general public 
would occur. 


Insurance Fund Distinctions 


N overwhelming weight of testi- 

mony, however, was against the pro- 
posal. Insurance superintendents, sur- 
rogates, and top executives of leading 
life insurance companies warned the 
Committee of danger in easing the exist- 
ing curbs. Charles F. J. Harrington, in- 
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surance commissioner of Massachusetts, 
urged the Committee to go slowly in 
changing laws and policies that have been 
working well for so long. Frederick H. 
Ecker, chairman of the Metropolitan Life 
Insurance Co., said: “I think it would 
be a sin to utilize policy holders’ funds 
to speculate in common stock.” John W. 
Stedman, vice president of the Pruden- 
tial Insurance Company, questioned the 
proposal on the ground that the policy 
holder who invested his savings in life 
insurance would not for one minute con- 
sider directly investing those savings in 
common stocks. 

The investment problem of the insur- 
ance companies is, of course, somewhat 
different from other fiduciaries in its 
cyclical character. Premium receipts 
may be at a maximum when stocks are 
highest, and claim payments (also policy 
loan demands) may be greatest when 
stocks have had their cyclical decline. 
Under such conditions a company invest- 
ed entirely in stocks could hardly be suc- 
cessful in the long run. The market be- 
havior of high grade bonds is quite dif- 
ferent and better results are easier to 
obtain. If investments are mixed, as 
in the case of a fire insurance company, 
it is not unlikely that the bond portfolio 
will bear the brunt of any necessary sell- 
ing, with the result that the experience 
of mixed funds may not be conclusive 
as to the merits of bonds and stocks. 
Perhaps there is some such explanation 
behind the vehement opposition of the 
insurance companies to changes in the 
laws and their unwillingness to make full 
use of permission to invest in stocks in 
cases where they have long been allowed 
to do so. Banks, too, would have to con- 
sider the special nature of the demands 
which they may be required to meet from 
time to time. 


Three Major Arguments Overlooked 


ROPONENTS of common stocks 
agreed that some limitations and 
safeguards should be worked out if new 
legislation were written, especially that 
the proportion of total funds invested in 
stocks be restricted; figures of 5 and 10 
per cent were mentioned. 
With regard to trusts it was pointed 
out that there is less need to enlarge the 
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scope of legal investments because the 
creator of the trust can specify invest- 
ment in common stocks. The question 
arises particularly in connection with 
irrevocable trusts established before the 
painful investment circumstances of re- 
cent years appeared, and perhaps then 
only to the extent that these circum- 
stances are likely to be permanent. A 
New Jersey statute permits relaxation of 
trust investment restrictions where it 
can be shown that they would act to de- 
feat the purposes of the trust; it has the 
shortcoming, however, that the necessity 
of obtaining judicial sanction is expen- 
sive. 

After two days of hearings the Com- 
mittee adjourned until after it reports to 
the Legislature early next year. Mean- 
while, thé proposals advanced will have 
further study. 

What seems most surprising about 
these hearings is that three very strong 
reasons in favor of permitting stock in- 
vestments where they are now denied by 
law were not even mentioned. 

It ought to be considered a good gen- 
eral principle that the less detailed regu- 
lation the better provided, of course, that 
standards of charter powers and super- 
vision are high. Existing restrictions 
trace to the 1906 recommendation of the 
Armstrong Committee, which worked in 
the heat of public indignation over 
abuses which carried their own lessons 
and were not likely to be repeated. Per- 
mission to buy stocks does not mean that 
they will be bought. If there is still a 
human failing of wishing to speculate 
with some one else’s money, it is least 
likely to be found in the large insurance 
or trustee companies (and _ savings 
banks) which have built their business 
on a record of conservative investment 
policy. As a matter of fact an almost 
outrageous degree of speculation, in the 
light of modern ideas of investment 
quality, is possible within the confines 
of the present legal list. 


False Sense of Security in Regulation 


ROM this viewpoint proposals to 
regulate should be approached more 
cautiously than proposals to abandon reg- 
ulation which may be needless, even at 
some risk of having to learn again, in 





INVESTMENT POLICY 


Originality and Conservatism 


Can 


Be Friends 


Every institution is confronted with a recurring problem — that of 
searching the market for investments that are “out of line” with 
securities of comparable merit. In this work definite assistance can 
be given by a firm which, while always bearing in mind the con- 
servative nature of institutional investment, is not necessarily con- 


tent with the obvious. 


For example, the firm of R. W. Pressprich & Co. pioneered in 
analyzing and dealing in bonds issued in connection with the pro- 
gram of the United States Housing Authority. These securities, 
now better known to institutional investors, constituted a new 
kind of investment — yet one which answered many institutional 


requirements admirably. 





Housing Authority Bonds are obligations of different housing 
authorities, but all are fundamentally similar in security. From the 
standpoint of yield, legality and tax exemption they possess many 
interesting qualities. We will be glad to answer any question as to 


what these qualities are and what they offer certain investors today. 


R. W. Pressprich & Co. 


68 WILLIAM STREET, NEW YORK 
36 Pearl Street 201 Devonshire Street 
HARTFORD BOSTON 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY AND INDUSTRIAL BONDS 





Members New York Stock Exchange 
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each succeeding generation, the lessons 


of the past. Perhaps every restriction 
should provide at its inception either 
for a gradual relaxation or expiration 
at a definite time. 

To cite the market circumstances of 
recent years is not a proper objection to 
bond investments. In the absence of 
proof to the contrary, abnormally low in- 
terest rates are a periodic occurrence and 
do not justify a departure from tested 
principles of investment. Similarly, 
when the dearth of desirable issues is 
mentioned, the complaint is really direct- 
ed not against the bonds themselves but 
the prices at which they are selling,— 
the best possible evidence that they are 
highly desirable, just now. 

But there has been a sweeping change 
in the nature of many bonds from the in- 
vestor’s viewpoint. Owing to recent 
changes in the bankruptcy laws, default 
of bond obligations has become a much 
less serious matter for the stockholder 
than it used to be. Under 77-B the 
stockholder gets all the best of it in 
receivership and reorganization,—no new 
money and a free ride at the bondhold- 
ers’ expense. One of the risks formerly 
inherent in equities, the risk of total ex- 
tinction, has virtually been removed by 
law, or the way the law works out, and 
stocks are to that extent more attractive 
than they were. 


Dangers in Fiscal Policies 


HESE points are trifling, however, 
in comparison to the damage wrought 
to bond investment by abrogation of the 


gold clauses. Here was regulation with 
a vengeance, restriction of a peculiarly 
far-reaching kind against all manner of 
private contracts which had any apprec- 
iable time to run. Formerly, the buyer 
of a gold obligation had an enforceable, 
absolute protection against the ravages 
of inflation and devaluation; today he is 
at the mercy of the winds of fiscal pol- 
icy. Where investment in bonds is re- 
quired by law, there is, in effect, denial 
of the elementary right of self-defense. 

Our large financial institutions, with 
resources and liabilities measured in the 
same terms, and with comparatively 
small equities, if any, at stake, are not 
the places to look for restoration of this 
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ancient right. It is a political question 
which each one must answer for himself. 
At present it may be confidently expected 
that at some time in the comparatively 
near future a gold-standard currency or 
its equivalent in freedom of foreign ex- 
change transactions will be resumed in 
this country; for on no other basis could 
millions of intelligent people continue to 
pay their insurance premiums and leave 
their money on deposit. Meanwhile, how- 
ever, permission to invest in stocks, or 
for that matter anything which promised 
some security of principal, would be no 
more than recognition of actual circum- 
stances, whatever the other risks it open- 
ed up. 


Abrogation of the gold clauses and 
abandonment of the gold currency were 
perhaps necessary preludes to devalua- 
tion, and devaluation was and is the 
heart and soul of easy-money policy. The 
low interest rates to which we have al- 
most become accustomed would not stand 
twenty minutes either at the old gold 
price or in a free gold system. 


It is said, of course, that “national- 
ized” currencies are a necessary discip- 
line in a modern civilization, if security 
through relief from financial panics is 
to be found. Nothing is said of the price 
to be paid for that security or the para- 
doxical situation where savings are 
driven, for the sake of security, into 
stocks, where there is no security. The 
hope of unlimited profits is a fascination 
which will never want special pleaders; 
the discipline of “a sound currency, to 
be preserved at all hazards,” is a hard 
one, for it means that human weakness- 
es must be mastered, something immed- 
iate sacrificed for the future. 


“The Coming Tax Problem as It Affects 
Personal Investments” is the title of a 
pamphlet distributed by Equitable Trust Co., 
Wilmington, Del., reporting an address by 
Lionel D. Edie. First, a series of “don’t’s.” 
And what can the investor do? The small 
investor can try to increase his gross in- 
come; the high-salaried investor might think 
about long-pull stocks; the investor with a 
large estate may want to consider several 
alternatives none of which is wholly satis- 
factory. 
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Recent Rulings Affecting Defense Savings Bonds 


N the April issue of Trusts and Es- 

tates there appeared an article out- 
lining features of the new Defense Sav- 
ings Bonds series “E,” “F” and “G.” 
Since that time there have been certain 
clarifications and amendments of the reg- 
ulations governing the sale of these bonds 
which are of interest particularly to fid- 
uciaries. There has also beeh an im- 
portant change incorporated in the Rev- 
enue Act of 1941 dealing with the tax 
status of accrued income on discount 
bonds and a ruling by the Treasury De- 
partment governing the deductibility for 
tax purposes of any loss incurred in 
the event of redemption prior to matur- 
ity of series “G” bonds. 


The regulations provide that regis- 
tration of the bonds is restricted to resi- 
dents of the U. S. A. and its Territories 
or Possessions or to American citizens 
temporarily residing abroad, and this 
restriction applies to owners, co-owners 
and designated beneficiaries. In answer 
to the question as to the application of 
this provision to trusts with non-resident 
beneficiaries, the Treasury Department 
has advised that the series “F” and “G” 
bonds may be registered in the name of 
trustees meeting residence requirements, 
although under the terms of the trusts 
income may be payable to non-resident 
aliens and upon termination of the trust 
non-resident aliens may be entitled to 
distribution of the corpus, it being under- 
stood that no reissues will be made ex- 
cept to persons complying with the resi- 
dential qualifications set up in the regu- 
lations. This does not apply unless all 
the trustees meet the residence require- 
ments, and the Treasury Department 
emphasizes the fact that in making pur- 
chases under this ruling, the responsi- 
bilities of trustees under the terms of 
Executive Order No. 8389 are in no way 
relieved. 


Restrictions Lifted on “Similar” Trusts 


HE original regulations provided 
that bonds could be registered in the 


names of fiduciaries of a single duly 
constituted and wholly independent trust 
estate considered as an entity provided 
that if two or more trusts (other than 
trusts under wills) have been, or are, 
established by the same grantor sub- 
stantially similar in terms and for the 
benefit of the same person, such trusts 
would be considered together as an en- 
tity and not as distinct and independent 
trusts and provided further that bonds 
will not be registered in the name of a 
trustee of a trust established for the 
benefit of the grantor and revocable by 
him. These two limitations were subse- 
quently stricken out by an amendment 
dated June 26, 1941. As a result, trus- 
tees may now purchase the bonds for 
revocable trusts, and are also relieved of 
the responsibility of determining before 
making purchases as to whether there 
are any “similar” trusts in existence. 


The Treasury Department has clari- 
fied the regulations as they apply to pur- 
chase of bonds by charitable, religious, 
educational and similar institutions in- 
dicating that they will permit purchase 
of the maximum amount of bonds in each 
of several clearly distinguishable funds, 
which funds may not be merged so long 
as the bonds are held. 


In the Revenue Act of 1941, it is pro- 
vided that owners of the discount bonds 
who otherwise report income for tax pur- 
poses on a cash basis may report and 
pay their tax on an annual accrual basis 
on all discount Savings Bonds, regard- 
less of the series, provided, however, that 
this practice must be followed in all sub- 
sequent years and must be applied to all 
similar holdings of a taxpayer report- 
ing in this way. 


On the series “G” bonds, the Treasury 
has ruled, (I. T. 3504), that any loss in- 
curred by redemption prior to maturity 
is considered to be an adjustment of in- 
come already received up to the date of 
redemption and therefore is deductible 
as an ordinary loss and not as a capital 
loss for income tax purposes. 
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Defense Bonds For Trusts 
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GALE F. JOHNSTON 
Field Director, Defense Savings Staff, Treasury Department 


URING the first six months of our 
campaign, we sold approximately 
$925,590,000 worth of Series G income 
bonds. Yielding a regular return of two 
and one-half per cent every six months, by 
Treasury check, they have proved to be a 
most satisfactory investment for those de- 
siring a regular income. The fact that 
$50,000 worth of these Series G Bonds 
may be purchased by a trust during any one 
year has provided a means to dispose of 
larger amounts of idle dollars than is possi- 
ble by investing them in the Series E De- 
fense Bonds, which are for the individual. 
There are always debts and obligations 
to be paid and, unless there is available 
either cash or some asset of a liquid na- 
ture, there is always the contingency that 
some property or assets of the estate may 
have to be disposed of at a sacrifice, in or- 
der to meet these obligations. There is no 
better investment than this particular bond 
for the reason that it is not subject to mar- 


ket fluctuation or any other factors having 
a tendency to reduce its value; in other 
words, these bonds are equivalent to cash. 
As a matter of fact, they are better than 
cash, because they represent an interest- 


bearing investment and can be carried 
along by the estate and continue to bring 
an income until the cash is actually re- 
quired. 

These securities are also attractive in- 
vestments for trust funds for the following 
reasons: 

The possibility of loss on account of 
misplacement or by theft or robbery is 
very remote for the reason that they are 
registered and may only be surrendered 
for redemption by the proper and author- 
ized person. 

In case of the termination of a trust, 
the bonds may be redeemed at the current 
redemption value, or they may be reissued 
to the remainderman as of the original 
date of issue. This is very beneficial for 
the reason that by this arrangement the 
bonds continue to bear interest at the rate 
of 2%% and the maturity date remains 
unchanged and the schedule of surrender 
values dates from the time of the original 
issue. 


From address before Mid-Continent Trust Con- 
ference, A. B. A., Nov. 7. 


Funds invested in these bonds held by a 
trustee or other fiduciary will, upon the 
death of any person which results in the 
termination of the trust, in whole or in 
part, be redeemed at par to the extent that 
the redemption will conform to the pro 
rata portion of the trust so terminated to 
the next ‘lower multiple of $100.00. In 
other words, if the funds so invested are 
for the benefit of one person, in the event 
of the death of such beneficiary, the bond 
will be redeemed at par in its entirety. If 
more than one person has an interest in 
the trust, then such redemption at par will 
be made on a pro rata basis of the interest 
in the investment. 

Occasionally, you must make sales, and, 
by doing so, accumulate cash. You have 
an obligation to promptly reinvest these 
funds. Now that these Series G Bonds 
are available, your troubles of this nature 
may be forgotten, because you can always 
immediately invest your idle cash in these 
securities. Then, if a little later on some 
form of investment is available that ap- 
pears to have a better rate, you can sur- 
render these bonds for redemption and re- 
invest the funds to the best interest of the 
trust. 

I wish to express the appreciation of the 
Treasury Department for your efforts in 
behalf of the Defense Savings Program. 
In times such as these the habit of thrift 
must be deeply ingrained in American 
wage earners. During these times of plen- 
ty we must save, whether it be in the form 
of taxes to pay for the present expendi- 
tures of Government, in the form of tax 
notes in anticipation of next year’s income 
taxes and the strain they will impose on 
our budgets, or in the form of United 
States Defense Savings Bonds to provide 
ourselves with a bulwark against future 
uncertainties. 


a 


Trustees under the law of England and 
Northern Ireland have been given express 
power by Parliament to effect any insur- 
ance which the Board of Trade is author- 
ized to undertake under the schemes oper- 
ated under the War Damage Act, 1941, up 
to the full value of the goods insured. Ex- 
penses of premuim are payable from the 
trust. (4 & 5 Geo. 6. Ch. 28). 





INVESTMENT POLIOY 


545 


Balancing Needs of Income and Protection of Principal 


F. L. EMENY 
Assistant Vice President, The Cleveland Trust Company 


ET us suppose we are acting as 
trustee of the estate of Mr. A and 
that we have been granted broad in- 
vestment powers. The beneficiaries are 
his widow and two children and the 
trust estate provides their sole means 
of support. The net estate has a value 
of $100,000 of which $15,000 is in real 
estate, and the balance has been in high 
grade seasoned securities as follows: 
Bonds $50,000, preferred stocks $10,000, 
common stocks $25,000. A block of 
$20,000 five per cent bonds has been 
called for redemption at 105. What 
should be done with the money? 
Some general assumptions. First, 
although the will empowered the trus- 
tee to make distributions from principal 
for purposes of maintenance, comfort 
and support of his widow and children, 
Mrs. A is a good manager and does not 
contemplate requesting any disburse- 
ments other than income. We may con- 
sider that there is no necessity for re- 
taining part of the principal in cash or 
highly liquid investments for possible 
future distributions. Second, the in- 
come from the remaining securities in 
the trust is comparable with yields af- 
forded by high grade seasoned stocks 
and bonds which might have been ac- 
cumulated over recent years. The fol- 
lowing rates of income would be typ- 
ical: 


3% on $30,000 bonds $ 900 
414% on $10,000 prf. stocks 450 
544% on $25,000 common stocks 1,375 


Third, the item of real estate valued 
at $15,000 consists of the residence of 
the decedent, now occupied by the bene- 
ficiaries, which would rent for $1,500 
a year. The expenses of maintaining 
the property average about $700 a year 
so that a net return of $800 or 545% on 


From paper presented as part of Investment 
Symposium at Mid-Continent Trust Conference, 
A. B. A., St. Louis, Nov. 6, 1941. 


the investment would be reasonable. 
We would be justified in assuming, 
therefore, that its occupancy by the 
beneficiaries results in a real income to 
them to the extent of its net rental 
value. 

Finally, the securities remaining in 
the trust fuud are held in moderate 
amounts and are well diversified as to 
industry and as to maturity in the case 
of bonds. 


Considerations re Alternatives 


As we have broad powers of invest- 
ment and need not be governed by laws 
and regulations, we have several alter- 
natives with respect to disposition of 
the $21,000 of principal cash. Remem- 
bering that the duty of the trustee is 
to preserve the principal of the fund 
under his care, we should be governed 
by the following considerations in our 
choice: 

First, the character and diversifica- 
tion of investments now held in the 
trust estate, 

Second, our judgment concerning pre- 
sent levels of both high grade fixed in- 
come bearing securities and common 
stocks, 

Third, our appraisal of the future of 
corporation earnings, and 

Fourth, the income requirements of 
the life beneficiaries. 


Don’t Hold Cash 


As trustee our only justification for 
keeping part of the cash uninvested 
would be in the belief that securities 
of the class which we feel should be 
placed in the trust estate are available 
only at prices which are too high and 
that they can be purchased in the in- 
definite future at discounts from pre- 
sent prices that would more than com- 
pensate for the loss of income in the 
meantime. Adopting such an attitude 
with respect to fixed income bearing 
securities clearly would be speculating 
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on the trend of interest rates. Bonds 
and preferred stocks of trust fund cal- 
ibre are yielding virtually the lowest 
returns in their history; but on the 
other hand, there is no reasonable as- 
surance that this is likely to undergo 
an early change. There are vast ac- 
cumulations of capital awaiting invest- 
ment and new flotations of securities 
by private enterprise will probably re- 
main at low ebb. With its controls over 
the money market, the federal govern- 
ment appears in position to exercise a 
powerful influence on behalf of low in- 
terest rates for its substantial borrow- 
ing. 

The governing consideration in this 
case is that of maintaining income for 
the beneficiaries. By call of the $20,000 
five per cent bonds the beneficiaries 
have been deprived of annual income of 
$1,000 or roughly 22% of the $4,525 
gross income to which they have been 
accustomed. Faced with the prospect 
of rising taxes and living costs over the 
next few months and years, it is unrea- 
sonable to deprive the beneficiaries of 
such income as can be obtained from 
prudent investment. It would be un- 
wise to make advances from principal 
while retaining part of such funds un- 
invested. For this reason principally, 
I think that as trustee we should rein- 
vest the money promptly. 


No More Common Stocks or Realty 


Our choice of securities lies prin- 
cipally betwen fixed income bearing 
securities and common stocks. There 
is little possibility of replacing the in- 
come without lowering the average in- 
vestment quality in the account. The 
following powerful considerations cast 
doubt on the wisdom of adding com- 
mon stocks to the portfolio now. 


Corporations are finding it more and 
more difficult to maintain earnings for 
their common shareholders in the face 
of higher wages and sharply increased 
federal taxes. Reductions in common 
dividends by companies with long divi- 
dend records are beginning to appear. 
The risks in common stocks are in- 
creased by the interference of the de- 
fense effort with normal business rela- 
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tionships. Adjustment of these dislo- 
cations will be an expensive and difficult 
process. Furthermore, there is present 
the risk of drastic shrinkage in earning 
power of corporations generally in the 
transition period following the present 
emergency, accompanied by market 
price declines and periods of reduced 
dividend payments. 

25% of the assets of the trust estate 
is already invested in common stocks 
and 15% is invested in a home which 
affords some protection to the benefic- 
iaries against rising rents. The higher 
yields obtainable from common stocks 
of leading companies as compared with 
high grade fixed income bearing secur- 
ities are not sufficient inducement in 
this case to compensate for the added 
risks involved. 

We would avoid purchase of specu- 
lative preferred stocks and bonds in 
the fund. While profit possibilities may 
exist in many instances and handsome 
current returns can be found, particu- 
larly in the railroad field, this class of 
investment has not provided in uncer- 
tain times the protection in market sta- 
bility and continuity of income inher- 
ent in high grade securities. 

Preferred stocks of good investment 
calibre may be obtained which afford 
yields somewhat more attractive than 
high grade bonds. As they are without 
maturity, excepting for what sinking 
fund provisions they may have, they 
necessarily constitute a more or less 
permanent investment. However, as 
only 10% of the trust fund is invested 
in securities of this class I would recom- 
mend a modest additional purchase of 
high grade preferred stock sufficient to 
bring it to 15% of the total amount. 

The remaining cash should be invest- 
ed in high grade bonds. 


Specific Program for Reinvestment 


As a program for the investment of 
the $21,000, I suggest the following 
securities as representative of the class 
suitable for this trust fund: 


200 shs. Pacific Gas & Electric 
Company 542% $25 par 
value preferred stock 
at about 29% 
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FIVE PILLARS of STABILITY 


Pacific operates in central locations, with complete staffs, 


in the five principal cities of the Pacific Northwest . 


. . Lacoma, 


Seattle and Bellingham, Washington, and Portland and Eugene, 


Oregon. 


More than seven thousand selected home loans in these five 
key cities give diversification that is unique . . . a broad founda- 
tion for the investments of this type of institution. 


Volume produces substantial net earnings after allotment 


of several times legal requirements for reserves. 


rate three per cent. 


Current dividend 


Pacific has been selected for investment by many trusts, 
fiduciaries, endowments, and insurance companies. 


PACIFIC /Jsf FEDERAL SAVINGS. 


AND 


LOAN ASSOCIATION OF 


TACOMA 


Pacific Savings Building, Tacoma, Wash. 


SEATTLE e PORTLAND e 
Assets, June 30, 1941, $18,523,864.61 * 
Member: 


$5,000 p.v. Firestone Tire & Rub- 
ber Company Deben- 
ture 3’s of 1961 at 
about 99% 

United States Defense 
Bonds 2%%, Series G, 


4,975 
$10,000 
10,000 


These investments would provide a 
current return of $675 and the average 
yield would be approximately 3.2%. 


(At this point, Mr. Emeny stated his rea- 
sons for selecting the named securities. 
They may be summarized as follows: 

The utility company’s stock is noncallable 
and is entitled to par value and accumulated 
dividends in liquidation. The company’s net 
funded debt and preferred stock are out- 
standing in the ratio of 78% of the net con- 
solidated property account after deducting 
“acquisition adjustment” and reserve for de- 
preciation. It supplies a growing territory 
with diversified industry. In 1940, 70% of 
its power output was generated by its own 
plants. The management has followed a 
progressive rate policy, and the two major 
divisions of the company have grown stead- 
ily. Net earnings have averaged more than 


TACOMA e 


BELLINGHAM e EUGENE 


Surplus-Reserves, June 30, 1941, $1,819,450.11 
Federal Savings and Loan Insurance Corporation 


1.8 times fixed charges and preferred divi- 
dends in the last four years. 


The rubber company’s debentures are the 
sole funded debt, with a sinking fund cal- 
culated to retire over half of the issue by 
maturity. A net profit available for stock- 
holders has been earned in each of the last 
fifteen years. Working capital position is 
strong and management farsighted. 


Series G Bonds may be redeemed at 
stated prices at the option of the holder, 
thus offering high liquidity and a cushion 
against a rise in interest rates. See re- 
marks of Gale Johnston elsewhere in this 
section.—Ed. Note.) 


In suggesting these securities con- 
sideration was given to obtaining stag- 
gered maturities and freedom from con- 
tingency of principal loss arising from 
call. The primary objective, however, 
has been to try to accomplish the ex- 
tremely difficult feat of preserving 
equilibrium between the opposing forces 
of providing income for life tenants and 
preservation of principal for remain- 
dermen. 
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Investment Program 


MIDDLE course between extreme 

conservatism on the one hand and 
extreme speculation on the other was 
recommended by Burns Allen, vice presi- 
dent, Northwestern National Bank and 
Trust Company of Minneapolis, partici- 
pating in the symposium of which the 
prior paper was a part. Mr. Allen out- 
lined four possible programs for invest- 
ment of $100,000 of life insurance pro- 
ceeds received under a trust for the 
widow and two minor children of the in- 
sured, who have no other means of sup- 
port. The trust agreement provides 
broad investment powers as well as a 
power to use principal. 

The income and market fluctuation of 
these programs were charted over the 
past five years to find some clue as to 
their future performance. The first “ac- 
count” included the highest grade bonds 
(Governments, utilities, railroads, muni- 
cipals, industrials—fairly equally di- 
vided), in units of $4,000 or $5,000, 
$35,000 maturing in from 1 to 10 years, 
$33,000 from 11 to 20, and $19,000 later. 
Income return was 2% and market fluc- 
tuation negligible. This program, Mr. 
Burns said, might be the refuge for the 
timid trustee. 

The fourth account had none of the 
highest grade bonds, being divided be- 
tween “blue chip” industrial common 
stocks and “special income selections” 
like a motor company common stock, a 
metal issue, and oil stock. Annual in- 
come averaged 5%, varying from 4% to 
6%, but fluctuation was as high as nearly 
50% in a single year. Because of the 
wide fluctuation, Mr. Burns stated that 
this program must be dismissed as too 
speculative. 

The second account showed highest 
grade bonds from the same list as the 
first, but limited to $70,000, in units of 
from $2,000 to $4,000. The remainder 
was invested in nine industrial “blue 
chip” common stocks. Income has aver- 
aged about 3% and what market fluctua- 
tion there has been has not resulted in 
a greater depreciation during the entire 
period than 6%. 


The third program consisted of one- 
third in the high grade bonds, one-third 
in the same industrial stocks as in the 
second account, and one-third in inter- 
mediate grade bonds, preferred stocks, 
and two leading fire insurance company 
stocks, units being around $4,000. The 
medium grade bonds are two utilities and 
one industrial; the preferreds a national 
bus transportation holding company, a 
leading chain department store, and an 
outstanding motor car manufacturer. 
Income averaged 334%; market fluctua- 
tion, while more pronounced, showed an 
advance in value over cost in each year, 
ranging as high as 17%. 

Mr. Burns concluded that the choice 
should be the third account because, on 
the whole, it met best the requirements 
of diversification, income and stability 
of principal. 


Would Hold Rail Bonds 


N another investment problem, the 

question was whether the trustee 
should retain $40,000 5% railroad bonds 
selling at 72 and part of a well diversi- 
fied fund of $200,000. .There has been 
no interest default; the road is earning 
its fixed charges by a very small mar- 
gin; the will authorizes retention “with- 
out liability for loss.” This question 
Was answered by George Waverley 
Briggs, vice president and trust officer, 
First National Bank in Dallas, in a paper 
read in his absence by Charles Estill of 
the same bank. ° 


Mr. Briggs reached the conclusion that 
the bonds should be held on the basis of 
the following reasons: 


The will is devoid of an investment 
clause and power of sale; 


From the nature of the securities re- 
ceived from the testator, dependableness 
of income may have been the primary 
purpose he sought to achieve, with a view 
to preserving, so far as possible, the same 
living standard for his widow, the bene- 
ficiary ; 

Reinvestment in legals would obviously 
result in reduction of income; 
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The retention clause, as well as the 
other factors, indicate the testator’s de- 
sire to perpetuate this investment policy; 

There has been no default of interest, 
and earnings exceed fixed charges, indi- 
cating that the road is one of the better 
ones which have the brightest prospects 
for a few years to come under present 
conditions. 


Harvard Reports on Investments 


Harvard University’s investment dis- 
tribution of its $138,000,000 endowment 
fund, the oldest and largest for any 
university in the country, is revealed 
for the first time in the November Ist 
issue of the Harvard Alumni Bulletin. 

Uninvested cash in the general in- 
vestment account amounting to 6.1% on 
June 30, 1940, had fallen to 2.5% on 
last June 30. Notes and United States 
funds had risen on June 30, last, from 
1.3 to 4.4% and short term bonds from 
6.4 to 6.9%. Long-term bond holdings 
dropped from 39.3 to 35.2% as a result 
chiefly of the calling of issues which 
Preferred stocks 


were not replaced. 
rose from 10.0 to 11.5%, common stocks 


from 31.6 to 34.7%. Real estate hold- 
ings continue to decline steadily, going 
from 3.2 to 2.5%. 

It is pointed out in the article that 
changes are not entirely due to invest- 
ment policy, but to a considerable 
extent to changes of percentages of 
common stocks due to market fluctu- 
ations. 

Municipal bonds, after several years’ 
absence, now amount to five per cent of 
the total bond holdings. Land bank 
investments are shown for the first 
time. Railroad bonds are shown as 
steadily fading out of the investment 
picture. 

From 1929 to the present there have 
been pronounced changes in the various 
classifications of common stock held. 
Railroad and realty shares have almost 
disappeared from the account, partly 
because of the decline in price, but also 
from a definite policy toward liquida- 
tion. Holdings of telephone and tele- 
graph stocks and public utility shares 
have been cut down _ substantially. 


Strong CASH Position 
Protects Your Investment 


e The liquidity of your investment in 
First Federal of Atlanta is unusual- 
ly high because we consistently carry 
cash equal to more than 10% of all 
savings and investments. 

e In addition to this exceptional cash 
position, we have access to the 
Federal Home Loan Bank System 
for ready funds. 

e Withdrawals during the past 3 years 
have been 45% less than new in- 
vestments. This indicates the stabil- 
ity of our liability. 

e Loan income is equally reliable. 
Delinquencies are kept below .11% 
of loans outstanding, foreclosures 
less than 1 to 150 loans. 

We will answer any questions and 

supply full information promptly. 

. 


WA) \EIRST FEDERAL 


" il! SAVINGS AND LOAN ASSOCIATION 
OF ATLANTA 
First FepERAL Bipe. ATLANTA, GA. 


George W. West, Pres. ° 


Economic Conditions and 
Investment Policy 


Ninety percent of the larger trust in- 
stitutions surveyed by the Committee on 
Trust Policies of the A. B. A. Trust Divi- 
sion are at least qualifiedly in favor of the 
Massachusetts rule of investment, accord- 
ing to the results of a study tabulated in 
in the October issue of Thé Trust Bul- 
letin. This answered one of the ques- 
tions submitted by the committee to 108 of 
the larger banks, replies being received 
from 84. 


The other questions, on which the in- 
teresting comments are also published, 
were: 


What economic conditions are affecting 
trust investment policies? 


What is their effect upon policy? 


What are the means of dealing with 
these conditions. 


Frederick A. Carroll, vice president and 
trust officer, The National Shawmut Bank, 
Boston, is chairman of the Committee on 
Trust Policies. 
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CAPITAL ISSUES 





SECURITIES ACT RELIEF — In 
Washington, the House Interstate and 
Foreign Commerce Committee will con- 
tinue hearings through November on 
pending legislation and a large number 
of other proposals to amend the secur- 
ities act of 1933 and the securities ex- 
change act of 1934. 

After working for more than a year 
with representatives of what it calls 
the securities industry, chiefly associa- 
tions of security dealers, and reaching 
agreement with them on most of the 
proposals, the S.E.C. charges that some 
of the remaining items constitute a ser- 
ious threat to investor protection. The 
“industry” is equally certain that it 
cannot function efficiently without fur- 
ther relief from burdensome restric- 
tions than the area of agreement em- 
braces. In this controversy over de- 
tails, issuers and investors will be more 
or less in the background. 


There is little doubt that the intri- 
cate machinery of security capitalism 
has fallen into a poor state of repair. If 
no body of rules based on the disclo- 
sure principle can reach the causes of 
a stagnant market for private capital, 
it would be equally pointless to blame 
an irksome bureaucratic zeal for a con- 
dition which has its roots deep in un- 
settled world politics, the impact of a 
second world war, a general lack of 
stable currencies, the domination of 
public over private finance, excessively 
scaled taxation, and experiments in 
social control of prices and employ- 
ment. 


MORTGAGES & REAL ESTATE — 
Speaking before the annual meeting of the 
Savings Banks Association of New York, 
Irvin Bussing, director of research, Sav- 
ings Banks Trust Co., listed eight effects of 
the war on mortgages and real estate: 


1. The war is likely to accelerate the 
decentralization of American cities. 


2. The emergency housing program is 
greatly expediting the development of 
new construction methods and materials, 
and these are likely to have far-reaching 


effects on residential real estate and the 
policies of home financing institutions. 


3. The most desirable mortgage bus- 
iness will gravitate to those who are 
capable of financing large-scale building 
operations. 

4. As the supply of low-cost, low- 
rent dwellings is increased, the en- 
croachment of low-income groups upon 
better quality residential areas will be 
reduced and one cause of blight re- 
moved. 

5. It is unlikely that emergency hous- 
ing will be thrown on the market with a 
depressing effect on real estate after this 
war as it was after the last. 

6. In addition to well known reasons 
for the amortization of mortgages there 
are special reasons growing out of the 
war. 

7. It is difficult to see any reason 
for changing the current policy of order- 
ly liquidation of owned real estate. 


8. In the shift from war to peace, a 
major program ripe for exploitation is 
the rebuilding of blighted areas in Amer- 
ican cities. This was overdue prior to 
the war; it will be mandatory after the 
war. 


CAPITALIZED DEPOSITS—Urging eco- 
nomy in non-defense expenditures, George 
L. Harrison, president of New York Life 
Insurance Co., told the convention that 
bank deposits and currency are now in 
greater amount than is necessary to finance 
even an expensive war-time economy. He 
suggested that the Treasury should tap 
investment funds represented by existing 
deposits before bank credit is resorted to if 
we wish to lessen the effects of an inflation- 
ary movement. As a means of placing pub- 
lic obligations in the hands of permanent 
investors, he mentioned the possible use of 
registered bonds, non-transferable for a 
period of 3 or 6 months. Such _ issues 
would be unattractive to commercial banks, 
and would avoid inflation of bank deposits. 


PEACE BOOM IN HOUSING—Prospects 
of a post-war housing boom deserve serious 
consideration, in the opinion of a leading 
expert, W. C. Bober, economist of Johns- 
Manville, writing in the October issue of 
American Builder. Citing among other 
factors recent achievements in low-cost 
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construction at a time when wage rates 
and material prices were advancing, a 
rapid numerical growth in population in 
the age group from 25 to 44, the need to 
replace homes unfit for Americanized work- 
ers, and existing shortages, he arrives at 
an estimate of 1,600,000 new homes required 
annually in the present decade. Compare 
this figure with the 700,000 units expected 
to be built this year! 


FINANCING VICTORY — Facing the 
most gigantic financial operations in the 
history of the world, the banks will be 
called upon to finance both business and 
Government regardless of consequences, 
said Adrian M. Massie, vice president of 
New York Trust Co., early this month at 
the New England Bank Management Con- 
ference in Boston. 

Seeing the possibility of national deficits 
of $25 billions a year in two or three 
years, with the commercial banks taking a 
large proportion of Government bond offer- 
ings when prices are at an all-time peak, 
and bank capital not plentiful, he outlined 
a set of conditions which must cause any 
banker grave concern, especially if there 
should be a tendency for bond prices to de- 
cline. 

Yet it is ridiculous for us to waste time 
by saying that we do not like what is 
happening or that we are fearful of the 
future, he concluded. “We must assume for 
practical purposes that if we apply our 
selves we can win (the war) despite the 
mistakes we have made, are now making 
and will continue to make... I call on you 
men, the natural leaders of this country, 
to rise to the crisis with a determination 
to win and to throw your influence into the 
scales so as to ensure victory.” 

ee 
Heads A.B.A. 
Council 

Gwilym A. 
Price, presi- 
dent of the 
Peoples - Pitts- 
burgh Trust 
Company of 
Pittsburgh 
was recently 
chosen to head 
the American 
Bankers Asso- 
ciation’s Coun- 
cil on Public 
Relations for 
the ensuing 
year. 
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For Long-Term Trust Funds 


Featuring: Diversification of Security; No 
Fluctuations in Value; Availability of Principal ; 
Federal Insurance Against Loss 
(up to $5,000) ; Highest Earnings 
Consistent with High Degree of 3% 
Security. Current rate 3% per 
annum. Assets Now Over $10,250,000. 


Write for Instructive Booklet Entitled 
“Maximum Security” 


FIRST FEDERAL 


SAVINGS AND LOAN AssOociATION 
OF WASHINGTON 


610 Thirteenth Street, N. W. 
Washington, D. C. 


Ed. Drew Joins A. B. A. 


J. Edward Drew, public relations director 
of the California Bankers Association, will 
join the American Bankers Association on 
December 1 as secretary of its Public Re- 
lations Council. Mr. Drew has long been 
associated with banking in his native state 
of California. He began his banking 
career with the Union Trust Company, now 
the Wells Fargo Bank and Union Trust 
Company in San Francisco. In 1922 he 
joined the American Trust Company serv- 
ing that institution in various capacities re- 
lated to new business development, adver- 
tising, research and branch operations, and 
acted as announcer and manager of its radio 
station. He held successively the titles of 
advertising manager, assistant trust officer, 
assistant vice president and vice president. 


Mr. Drew has been a member of the 
A. B. A. Public Relations Committee and 
Trust Information Committee and is a past 
president of the Trust Division of the 
California Bankers Association. 
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Where There’s A Will.. 


INANCIER and tenth president of 

the National City Bank of New 
York, James Stillman, who died March 
15, 1918, left an estate of $41,272,840, 
mostly in stocks. An accounting filed in 
the New York Surrogate’s Court recent- 
ly indicated that at the time the trustees 
took over the estate in 1920 it amounted 
to $54,754,071. During the rest of the 
accounting period the estate earned $20,- 
425,016 and showed capital increases of 
$8,139,387, making a gross estate of 
$83,318,474, which taxes, administration 
costs, legacies, debts, and other expenses, 
reduced to $47,000,000. 

The inventory fills fourteen volumes 
covering the activities of the estate for 
the past twenty-three years. 

Inheritance taxes amounted to $10,- 
424,729 and commissions of the execu- 
tors are computed at $1,571,121. Orig- 


inal executors of the will were the testa- 
tor’s brother, Charles Stillman, his sons, 
James A. Stillman and Charles Chauncey 


Stillman, and his legal advisor, John W. 
Sterling who died shortly after his client. 
On his death, Dr. Ernest G. Stillman, a 
son, was appointed a trustee in his place. 
The brother and three sons continued to 
act until August 1926 when Charles Still- 
man died. Following his death, Morti- 
mer N. Buckner, chairman of the New 
York Trust Company and the New York 
Trust Company were appointed trustees. 
On November 15, 1933, Charles Stillman 
died and was succeeded as trustee by the 
now deceased James H. Perkins, then 
chairman of the National City Bank. He 
acted until his death on July 12, 1940, 
when Alexander Stillman, a son of James 
A Stillman, was made a trustee. What 
better testimonial could a trust company 
ask for than this, to place before the 
public their very much ignored advan- 
tage of perpetuity. 
*% * * 

A quotation which will take its right- 
ful place among the truly great sayings 
in American history was uttered by Mar- 
shall Field 3d recently when in comment- 
ing on the probable fate of his large for- 
tune he said he had no idea what would 
happen to it by the time United States 


business returned to normal, and added 
vehemently, “I don’t give a damn!” 

Mr. Field, who is principal heir to the 
$120,000,000 estate created by his grand- 
father, spoke extemporaneously at a re- 
gional conference of the Public Welfare 
Association in New York, and his re- 
marks about his own investments fol- 
lowed a prediction that many social 
changes are in store for the United 
States. “Never again,” he said, “will 
we see a situation where there will be a 
shortage of food in one place while it is 
being destroyed in another. If that 
starts to happen because some selfish in- 
terests try to get in the way, they will be 
pushed out of the way so quickly you 
won't be able to see their dust.” 

The first Marshall Field founded the 
family fortune in Chicago and at the 
time of his death in 1906, left his estate 
in trust with the old Merchants Savings 
Loan and Trust Company. Edward 
Perine in his “Story of the Trust Com- 
panies,” referred to it as “a testamentary 
trust, the size and importance of which 
had never to that time been equalled.” 

* * * 

The Hartford (Conn.) National Bank 
and Trust Company was appointed co- 
executor and sole trustee of the ten mil- 
lion dollar estate of Joseph R. Ensign, 
chairman of the board and former presi- 
dent of the Ensign Bickford Company, 
nationally known blasting fuse manufac- 
turers. The bulk of the estate was left 
in trust for the widow, after specific 
bequests to a number of Connecticut hos- 
pitals and charitable institutions. In ad- 
dition, the widow received $500,000 out- 
right together with homes in Rhode Is- 
land and Florida. His married daughter 
received $150,000 outright and a trust 
fund of $350,000. Mr. Ensign was also 
director of several large commercial, in- 
dustrial and financial firms... 

Lawrence H. Shearman, a director and 
former vice president of W. R. Grace and 
Company, which is engaged in shipping, 
banking and industrial operations, ap- 
pointed the Grace Natonal Bank of New 
York executor of his estate. During the 
last war, Mr. Shearman was made a 
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member of the advisory shipping com- 
mittee of the Council of National De- 
fense. Later he went to London as ship- 
ping advisor to general headquarters of 
the A. E. F. in France. 


* * * 


A Belgian version of “Swing Me 
Around Again Willie,” was reported re- 
cently in an Associated Press dispatch 
from Brussels. For 27 years Adolphe 
Bioux, a wealthy Belgian, had the doubt- 
ful pleasure of literally turning over in 
his grave every day. Bioux, who died 
in 1914, had constructed in his village 
cemetery near Brussels a magnificent 
mechanized tomb. He willed his fortune 
to a peasant and stipulated that in re- 
turn the peasant should go to the ceme- 
tery each morning and manipulate a 
‘mechanism which was designed to rotate 
his remains. A nephew of Bioux, great- 
ly disturbed by the somewhat unusual 
provision in his Uncle’s will, had the will 
declared void and the machinery removed 
from the tomb. If the long-deceased 


Adolphe should ever get wind of that, 


there will really be some turning over 
in the grave—without the aid of ma- 
chinery ... 

% * * 


The world-famous trap shooting range 
of the late Claude W. Kress, former 
president of the S. H. Kress and Com- 
pany chain stores, built a few years ago 
at an estimated cost of $250,000, brought 
$10,250 at auction recently. It was pur- 
chased by Donald Flamm, former presi- 
dent of station WMCA in New York... 
Resignation of George E. Ruppert, H. 
Garrison Silleck, Jr. and Byron Clark, 
Jr. as executors and trustees of the es- 
tate of Colonel Jacob Ruppert, brewer 
and owner of the New York Yankees, 
was recently authorized by the New York 
Surrogate, James A. Delehanty, who 
named the Manufacturers Trust Com- 
pany of New York administrator and 
successor trustee ... Arthur Sinclair, 
a former senior partner in Estabrook 
and Company, New York investment 
bankers, named the United States Trust 
Company executor of his estate. Mr. Sin- 
clair was a former vice president of the 
Investment Bankers Association and a 


553 


director of several public utility com- 
panies... 
* * * 

The Central Wisconsin Trust Com- 
pany of Madison, Wis. (now the First 
National Bank) was appointed sole execu- 
tor and trustee under the will of How- 
ard L. Smith, former dean of the Uni- 
versity of Wisconsin Law School. The 
will provided funds for the creation of 
a “humanistic foundation” for the Uni- 
versity. Income from the fund is to be 
used to promote liberal culture, or hu- 
manism in the University of Wisconsin, 
especially in the fields of poetical and 
imaginative literature, art and philoso- 
Os «« 

* * *% 

The Brooklyn Dodgers Baseball Club 
is out of the financial red, and the Brook- 
lyn Trust Company can take a well 
deserved bow. ; 

As trustee for the Ebbets estate, the 
bank, in a fiduciary capacity, has been 
responsible for half ownership interest in 
the Brooklyn National League ball club 
since 1929. When the bank first took 
over the administration of the estate it 
attempted to sell the baseball property, 
but when no reasonable buyers were 
forthcoming the trust company set out 
to operate the ball club itself. From a 
club which was continually operating at 
a deficit and which owed between $500,- 
000 and $600,000, the Dodgers were de- 
veloped into one of the most valuable 
franchises in baseball, and today, thanks 
to the prudent, foresighted management 
of the trust company, are completely out 
of the red. However, the bank would 
still consider a sports-minded buyer for 
such a temperamental and unpredictable 
asset as the Brooklyn Dodgers... 

0 
Fiduciaries Ass’n Elects 

At the recent annual meeting of the 
Corporate Fiduciaries Association of Min- 
nesota officers for the ensuing year were 
elected. Ganus V. Fait, Northwestern Na- 
tional Bank and Trust Company, was elect- 
ed president; Horace P. Fish, First Trust 
Company of St. Paul and E. E. Shepard, 
First National Bank of Winona, were 
elected vice president; and Lewis E, Dunn, 
First Trust Company of St. Paul, was 
named secretary-treasurer. 
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Personnel Changes in Trust Institutions 


CALIFORNIA 


Los Angeles—The Security First Nation- 
al Bank recently announced the appoint- 
ment of L. W. PINGREE as assistant trust 
officer of the bank’s Santa Barbara branch. 


San Diego—C. J. THORSON, Los An- 
geles financial advisor, was recently elected 
vice president of the San Diego Trust and 
Savings Bank. Mr. Thorson was formerly 
associated with the California Bank of Los 
Angeles, organizing and supervising the 
investment and corporate trust departments 
of the California Trust Company. 


ILLINOIS 


Oak Park—CLARENCE R. PREISS was 
recently promoted from assistant trust offi- 
cer to trust officer of the Oak Park Trust 
and Savings Bank. He is succeeded as 
assistant trust officer by GLADYS W. 
FINKLE, formerly assistant to the trust 
officer. 

INDIANA 


Crawfordsville-HERBERT C. MOR- 
RISON was recently elected president of 
the Elston Bank and Trust Company to 
succeed the late John C. Snyder. ARNETT 
R. GROVES, trust officer, was promoted 
to be secretary-treasurer, Mr. Morrison’s 
former post. He will retain his position as 
trust officer. 


NEW JERSEY 


Newark — 
JOHN W. 
KRESS was 
recently ad- 
vanced from 
assistant trust 
officer to vice 
president and 
trust officer of 
the Howard 
Savings Insti- 
tution. He suc- 
ceeds Frank 
E. Quinby who 
will retire af- 
ter 55 years of 
service. JOHN 
H. DUERK was appointed assistant secre- 
tary. 


© Underwood & Underwood 
JOHN W. KRESS 


MASSACHUSETTS 


Cambridge—ROBERT R. DUNCAN was 


recently elected president of the Harvard 


Trust Company to succeed WALTER F. 
EARLE, who has been elevated to chairman 
of the board and of the executive and in- 
vestment committees. Mr. Duncan has been 
a director of the bank and is a member of 
the Boston law firm of Goodwin, Proctor 
and Hoar. 
NEW YORK 


Geneseo—District Attorney ELLIOTT A. 
HORTON of Livingston County was recent- 
ly elected president of the Genesee Valley 
National Bank and Trust Company to suc- 
ceed the late Frank K. Cook, his former 
law partner, who had been president since 
1932. Mr. Horton also succeeded the late 
Lockwood R. Doty as director. CATH- 
ERINE CARSON was elected secretary in 
the trust department to succeed Madeline 
M. Schubmehl. Mr. Horton, who plans to 
remain district attorney and also retain 
his law practice, will leave the detailed 
conduct of the bank to JAMES E. WELCH, 
assistant to the president and trust officer, 
who was recently elected vice president and 
member of the board. 


Rochester—ALEXANDER L. BUCK- 
LAND was recently appointed assistant 
trust officer of the Genesee Valley Trust 
Company. Mr. Buckland started with the 
bank in 1926 and has been in its trust de- 
partment since 1928. 


PENNSYLVANIA 


Philadelphia—WALTER MOSES, a di- 
rector of the City National Bank, was 
recently elected president to succeed George 
E. Stauffer who has resigned. WILLIAM 
H. FAAS was advanced from vice president 
to executive vice president. MAURICE E. 
REEVE, vice president and trust officer, 
chosen also director. 


TENNESSEE 


Chattanooga—S. L. PROBASCO has 
been named chairman of the board of the 
American Trust and Banking Company, 
having been elevated from the vice presi- 
dency, following the merger of the Amer- 
ican Trust with the Commercial National 
Bank. E. Y. CHAPIN, formerly chairman 
of the American Trust, was elected honor- 
ary chairman of the board and retains his 
post as head of the trust department, D. 
H. GRISWOLD, American Trust president, 
continues in that capacity, while Z. C. 
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PATTEN, president of the Commercial 
National, has been chosen chairman of the 
new executive committee. 


CANADA 


Montreal — 
F. G. DON- 
ALDSON has 
been elected 
president 
of the Mont- 
real Trust 
Company, suc- 
ceeding the 
late Herbert S. 
Holt. Mr. Don- 
aldson was 
previously vice 
president and 
general man- 
ager of the 
bank. 


Photo Blank & Stoller, Ltd. 
F. G. DONALDSON 
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Birmingham, Ala.—A. Key Foster, vice 
president of the Birmingham Trust and 
Savings Company will steer Kiwanis activ- 
ities in his state during 1942 as Alabama 
governor for this international organiza- 
tion. 


Phillipsburg, N. J—The Federal Reserve 
Bank of New York announced recently that 
the Phillipsburg Trust Company has been 
admitted to membership in the Federal 
Reserve System. 


Winston-Salem, N. C.—The First Nation- 
al Bank recently announced that it has 
been authorized by the Board of Governors 
of the Federal Reserve System to act in a 
trust and fiduciary capacity, in addition to 
its activities as a commercial bank. 


Kutztown, Pa.—The Farmers Bank and 
Trust Company has surrendered trust 
powers by articles of amendment approved 
recently, and changed its name to the 
Farmers Bank of Kutztown. 


Chattanooga, Tenn.—The American Trust 
and Banking Company and the Commercial 
National Bank recently underwent a merger 
and opened under the name of the 
former with total resources of $27,838,023, 
common capital of $1,106,400, surplus of 
$1,400,000, undivided profits of $293,753, 
and total deposits of $24,664,753. Under 
the merger plan, stockholders of the Com- 
mercial all become stockholders of the 
American. All the officers and employees 
of both institutions are retained. 


In Memoriam 


William B. Jerman 


William B. Jerman, vice president and 
trust officer of the Virginia Trust Company 
of Richmond, Va., died recently at his home 
in West Hampton at the age of 52. Mr. 
Jerman came to Richmond from North Car- 
olina and entered the service of the Vir- 
ginia Trust Company in 1909. 


Allen Grey Hoyt 


Allen Grey Hoyt, who retired last Jan- 
uary 1 as vice president of the City Bank 
Farmers Trust Company and the National 
City Bank of New York, died recently at 
the age of 65. In 1928 Mr. Hoyt was elect- 
ed vice president of the National City Bank 
and joined the trust department, assuming 
general supervision of review and invest- 
ment of all trust funds held by the bank. 


Ben B. Johnston 


Ben B. Johnston, vice president and trust 
officer of the First National Bank of 
Dallas, Texas, died recently at the age of 
58. Mr. Johnston began his banking career 
88 years ago with the predecessors of the 
First National. 


Benson H. Requa 


Benson H. Requa, vice president and 
trust officer of the First National Bank and 
Trust Company of Sioux Falls, S. D., died 
recently at the age of 82. He entered the 
banking business in 1888 as bookkeeper for 
the Union Trust Company. 


John G. Nichols 


John Grayson Nichols, chief examiner of 
the Federal Deposit Insurance Corp. since 
1933, died at his home in Washington, 
D. C. Mr. Nichols was formerly chief bank 
examiner in North Carolina and vice pres- 
ident of the American Trust Company, 
Charlotte. 


Charles L. Clune 


Charles Leo Clune, a second vice president 
of the Chase National Bank of New York, 
died recently at his home in the Crestwood 
section of Yonkers, New York. Mr. Clune 
was born in Peekskill, N. Y., and studied 
law at the New York Law School. For nine 
years he practiced law in New York City, 
and then entered the Mercantile Trust Com- 
pany, where, in 1922, after the Seaboard- 
Mercantile merger, he became an assistant 
trust officer, which post he held after the 
Chase-Equitable consolidation. 
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New Books 


The New Economic Warfare 


By ANTONIN BASCH. Columbia U. Press, New 
York, 1941; 186 pages; $1.75. 


Because the shift of over half the world 
to war economies absorbing up to 55% or 
so of productive capacity has changed our 
own internal conditions drastically for the 
duration, and because its effects will be 
felt keenly for many years after, it is im- 
perative that we understand its complexion, 
requirements and potentialities. Fortun- 
ately some excellent study in this vital field 
is now becoming available, as witness this 
book by one of the most well-rounded, sin- 
cere and able observers of our day. Dr. 
Basch speaks from a background of high 
authority in university, banking, industrial 
and political-economic circles, having been 
research director of the National Bank of 
Czechoslovakia, managing director of the 
vast United Chemical & Metallurgical 
Works, commercial attache at Berlin and 
Czech representative at the London Eco- 
nomic Conference. 


With billions upon billions of income and 
of capital diverted to the non-productive 
ends of war, and laboring still under the 
delusion that armed-force invasion is the 
only threat, this description of the science 
of economic penetration as preliminary to 
military invasion and thus political con- 
trol, should be required reading for two 
classes of Americans—educators and the 
educated. Written in lucid and graphic 
style, it portrays the purpose and accomp- 
lishments of the war-state but goes even 
further to point invaluable lessons which 
democracies must learn in order to match 
the military aggression and retain a solid 
economic defense—or offense. The descrip- 
tion of the changed role of production and 
of finance under “total war” budgets is 
based on first-hand observations in these 
fields, supplemented by appraisals of com- 
petent authorities in other quarters, and by 
official documents and reports not only of 
this current war but of the previous one 
and its aftermath. 


Descriptions of the “real war fund” in- 
volved in total war or defense programs 
illuminate the changed role of finance, 
while those of the productive features in 
the shift from a peace economy show up 
some dangerous illusions. Copious data on 


the financial, industrial and social conse- 
quences to recent date, in Germany and 
Great Britain, indicate the variety of im- 
pacts and conditions also in such fields as 
consumer prices, national budgets and tax- 
ation, wage and income distribution and 
industrial productivity, from which the 
United States may draw useful lessons. The 
author unfolds the pattern of economic 
causes, preparations and conduct of mod- 
ern war, not as a thing apart but as the 
dominant force in the everyday life of a 
nation, and in his concluding (fifth) chap- 
ter, sets forth weaknesses which demand 
remedy for survival of international free 
enterprise as well as developments which 
are now crystalizing out of a war which 
“has shown the inherent solidarity of the 
world economy.” His discussion of condi- 
tions precedent to the shift from war to 
peace, especially the cure of unemployment 
and reorganization of European economic 
spheres, is no pre-cast blueprint, but an 
outline of the steps which are necessary to 
internal as well as foreign economic pro- 
tection. 


a yp 


Federal Finances in the Coming De- 
cade. Some Cumulative Possibilities, 
1941-51 


CARL SHOUP. Columbia University Press 1941. 
pp. XII & 121. 


In an interesting study Professor Shoup 
examines the development of the Federal 
Finances in the decade 1941-51 under the 
following fundamental assumptions: that 
the war will end in 1943-44 with a British 
victory, that the level of prices will not 
rise over a modest amount and that the 
national income will rise to the assumed 
level. There is of course one general 
assumption not mentioned by the author, 
namely that the general economic and social 
structure of American economy as well as 
the scope of the government activity will 
not change fundamentally. 


Federal expenditures under the assump- 
tions utilized by the author rise from $13 
billions in fiscal 1941 to $23 billions in fiscal 
1942 and $29 billions in fiscal 1943 (out of 
that defense expenditures $22 billions). In 
1944 a sharp decrease: $12 billions is pre- 
sumed in defense spending; in the second 
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half of the decade the Federal expenditures 
are estimated at $15-17 billions. 

The estimated deficit and the development 
of the public debt depends obviously upon 
the tax program, and the development of 
Federal revenues. In the eleven years 
1941-51 Shoup’s assumption concerning ex- 
penditures would lead to an accumulated 
deficit of $79 billions and a public debt of 
$126 billions if the tax system of June 1941 
would not be strengthened at all. The author 
calculates various increases of taxes reduc- 
ing this cumulative deficit as far down as 
to $28 billions, and the Federal debts on 
June 30, 1951 to some $75 billions or follow- 
ing another scheme to $39 billions and $86 
billions respectively. Borrowing at low 
interest is among Shoup’s assumptions. 

This reviewer had hoped that the author 
would not limit himself to the presentation 
of figure estimates under various taxation 
assumptions but would have proposed a 
definite program of financing together with 
an analysis of the effect of taxes of differ- 
ent kinds and of borrowing on national 
economy. This would have completed in an 
excellent way his valuable basic estimates. 

A. B. 
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If War Comes to the American Home 


SYLVIA F. PORTER. Robert M. McBride and 
Co., New York, 1941; 304 pps. $2.50. 


With the nation keyed up to prepared- 
ness and an “all out” defense effort to 
produce those things necessary for our 
military protection, we must not lose sight 
of the fact that our psychological prepared- 
ness is important too. That is the central 
thought and purpose of Miss Porter’s book. 
By psychological preparedness the author 
means a recognition of what modern war 
means to the every day lives of every day 
people. This provocative book gives a 
graphic picture of America under the pre- 
sent defense emergency and attempts to 
forecast, on the basis of lessons of the last 
World War, the effect of our entry into the 
war on the economic contours of our lives. 


a 


Paying for Defense 
ALBERT G. HART and EDWARD D. ALLEN. 
The Blakeston Co.; 275 pps. $2.50. 


In this volume, the relationship between 
inflation and fiscal policy is examined. The 
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alternatives available—fiscal and non fiscal 
(e.g. priorities, price control, rationing, 
etc.)—are analyzed in non technical lan- 
guage and their adequacy as a solution is 
clearly stated. Among the policies advo- 
cated to prevent inflation are a greater re- 
liance upon taxes, broadening the tax base, 
collection of taxes at the source to reduce 
the time lag between expenditures and 
revenue and frequent revision of taxes to 
meet changing conditions. A condensed 
survey of war finance in Germany, Great 
Britain, Canada and Japan is also present- 
ed. This volume represents an important 
contribution to the current discussion and 
will prove an invaluable addition to the 
libraries of all who are giving serious 
thought to these problems. 


een ee ee en 


War vs. Private Security 


Americans may learn surprising lessons 
from the “behind the lines” account of the 
fall of France (and the early weaknesses 
of Britain) by Somerset Maugham in his 
new book STRICTLY PERSONAL (Dou- 
bleday-Doran & Co., New York, $2.50). It 
is a graphic description of the political 
self-aggrandizement and business short- 
sightedness of the “big’’ people which 
brought disunity to a great nation and 
disillusionment to the “little’’ people. The 
loss of patriotism and will to fight, arising 
out of a feeling that this is just a “rich 
man’s” war, shows the softening up pro- 
cess of economic poltroonery which has 
been Hitler’s strongest ally in some con- 
quered countries, where the poor had trou- 
ble enough to attain security even of their 
individual homes. Fine words were not 
matched with deeds—“It is one of the de- 
fects of the democratic form of govern- 
ment that a gift for oratory may enable a 
man to achieve power which his character 
does not fit him to exercise”—as Maugham 
says of a French premier. 


Episodes and typical comments of peo- 
ple in all classes in France, among refu- 
gees and in Britain’s workshops, homes 
and government circles, give a down-to- 
earth picture of the war morale, economic 
and social attitudes and human weaknesses 
—which add up too frequently to a failure 
of those in high places and indicate the 
popular grasping for a personal “secur- 
ity” which the author exposes in a great 
sentence: “If a nation values anything 
more than freedom, it will lose that free- 
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dom; and the irony of it is that if it is 
comfort or money that it values more, it 
will lose that too.” 


There are many other significant anec- 
dotes and experiences from which the au- 
thor draws interpretations that give the 
changed views of the populace toward the 
second World War, and in most readable 
though loosely-jointed style show a seeth- 
ing of class consciousness that can imperil 
—as it did in France—the nationalism so 
necessary in emergencies. 


ee 


Bank Loans Show Increase 


The Final 1941 Edition of Rand Mc- 
Nally Bankers Directory recently deliver- 
ed, shows that the 15,134 banks of the 
United States have increased their commer- 
cial loans and discounts by $1,577,233,000 
since December 30, 1940. This increase is 
$74,723,000 mroe than the comparable gain 
during the last six months of 1940. The 
current figure of $25,577,515,000 is the 
highest since June 1932. 

This new edition of the Blue Book, 
breaks down every bank’s latest statement 
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into eleven columns for easy reference and 
comparison. Each bank’s personnel, direc- 
tors and correspondents are listed, and the 
location and personnel of all Government 
banking agencies are shown. Other regular 
features include the officers of all bank as- 
sociations, the nearest banking point to 
over 72,000 non-bank towns, a five-year list 
of discontinued bank titles, and selected list 
of investment dealers, commercial banks 
with total resources of $25,000 and over, 
and complete data on all foreign banks. A 
list of attorneys covering every county in 
the United States, as well as the Provinces 
of Canada and principal foreign cities ac- 
companies the Blue Book. 

This edition (2,574 pages), cloth bound, 
contains 73 maps, and sells for $15 a copy 
delivered. 


Booklet Shelf 


Common Trust Funds—This pamphlet 
outlining the operation of common trust 
funds, is prepared by the Fidelity-Philadel- 
phia Trust Company and contains the var- 
ious sample forms used in the administra- 
tion of their fund as well as specimen 
journal entries and a listing of the general 
ledger accounts. 

New Revenue Act—The Manufacturers 
Trust Company of New York has prepared 
a pamphlet entitled “Revenue Act of 1941” 
which contains the text of the new bill, 
together with a summary of its important 
provisions as well as explanatory tables. 

Government Bonds—The First Boston 
Corporation has issued its 1941 edition of 
“Securities of the United States Govern- 
ment and Its Instrumentalities.” It was 
published later than usual so as to take 
advantage of the large amount of data and 
information not available on June 30. This 
has made possible the inclusion of statistics 
not available in previous issues. 


Rail Securities—This Monthly Market 
Letter discusses the advisability of invest- 
ing in reorganization railroad bonds and 
shows the reorganization status of roads 
now operating under court jurisdiction 
grouped in the order of their progress to 
date. The authors recommend those which 
they feel are best for near term trading 
purposes and outline the treatment pro- 
posed for representative liens of fourteen 
of the major reorganization properties. 


Write to Trusts and Estates for free copy of 
any of above. 
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When Should Trustee Seek Court Advice? 


Undertaking “Prudent Business Risks” 


WALTER KENNEDY 
Vice President & Trust Officer, The First National Bank of Montgomery, Alabama 


Mr. Kennedy was asked to comment on the subject of Judge Monk’s 
article by the above title, in the September issue of Trusts and Estates 
(p. 821), which Mr. Kennedy describes as “a real contribution to trust 


administration literature.” 


The following remarks are based upon twenty 


years of experience as trust officer and attorney.—Editor’s Note. 


HE three principal situations which 
justify a trustee’s seeking court 
‘advice, are: 


(1) A necessary interpretation of the 
trust instrument; (2) circumstances 
which seemingly require a deviation 
from the trust instrument; (3) a con- 
flict of judgment between co-trustees. 


The cy pres power which a court of 
equity inherently possesses is some- 
times confused with the general powers 
of a court of equity to authorize devia- 
tion from the terms of a trust. It is to 
be noted that the cy pres power is lim- 
ited to cases where the primary purpose 
is charitable and such purpose can no 
longer be carried into effect. 


It is well settled that a trustee is 
not justified in seeking court advice on 
matters which the trust instrument 
clearly leaves to the trustee’s discre- 
tion. 


“Middle Road” 


T appears that there are three differ- 
ent policies that a trustee may follow 
with respect to seeking court advice. 
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First, the timid trustee who is afraid 
to exercise the powers and the discre- 
tion granted to him and who rushes 
into court at the slightest provocation 
to obtain advice and direction on deci- 
sions which a more competent trustee 
might make on his own initiative. 

Second, the too-complacent trustee 
who boldly makes his own interpreta- 
tion of a doubtful instrument, and who 
recklessly deviates from the terms of 
a trust because it seems the most ex- 
pedient course to follow. 

Third, the “middle of the road” course 
where the trustee does not dodge his 
responsibilities and exercises his own 
discretion where proper, but who re- 
fuses to guess at the proper interpreta- 
tion of a doubtful instrument, and de- 
clines to deviate from his written in- 
structions without a court order. 


Proper Draftsmanship 


OOKING in retrospect at some of 
the cases on which the writer has 
sought court advice, there comes to 
mind a large number of cases involv- 
ing the interpretation of an instrument. 
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Most of these cases could have been 
avoided by more careful draftsmanship, 
or through consultation with the trus- 
tee before execution of the instrument. 

One recent case involved a sizeable 
testamentary trust which was complete- 
ly silent as to the trustee’s investment 
authority. The estate consisted almost 
entirely of common stocks which were 
not legal investments in the state in 
question. Under well established prin- 


ciples of law, it became the trustee’s 


duty to dispose of the non-legal invest- 
ments within a reasonable time. The 
market on these securities was in a 
depressed state, and the beneficiaries 
protested the trustee’s proposal to liq- 
uidate the non-legal investments. The 
Trustee declined to continue to hold 
the non-legals except upon court auth- 
ority and agreed to apply to a court of 
equity for interpretation of its invest- 
ment authority and its duty to retain 
non-legals. 

The attorney who drew the will as 
well as the beneficiaries testified that 
it was not the intent of the testatrix 
that the trustee liquidate the stocks 
in the trust. The court thereupon ren- 
dered a decree which was somewhat 
unique and not in accordance with the 
weight of authority. Justifying the 
decision as an attempt to construe the 
will to speak the intent of the testatrix, 
the court directed the trustee to liquid- 
ate such stocks as it might consider 
speculative and not of investment grade 
and authorized and directed the trus- 
tee to continue to hold such stocks as 
might be considered of investment 
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grade so long as they appeared to be a 
prudent investment. On the other hand 
the court limited the trustee to strictly 
legal investments for the investment or 
reinvestment of any funds that might 
come into the trustee’s hands. 

The trustee was doubtful about the 
soundness of such a decree and sug- 
gested appeal to the Supreme Court, 
but all the interested parties were sui 
juris and through indemnity agreement 
prevailed upon the trustee to carry out 
the terms of the decree without appeal. 


Changed Circumstances 


NOTHER case that arose recently 

involved construction of a _ will 
which bequeathed outright all the tes- 
tator’s personal effects and “all other 
personal property” to certain desig- 
nated legatees and then proceeded to 
set up an elaborate trust of the testa- 
tor’s securities which had apparently 
been included in the bequest of “all 
other personal property.” A petition 
was filed to construe the ambiguity, 
but before the case was tried, the leg- 
atees who were entitled to receive the 
personal effects, reached the conclu- 
sion that the testator did not intend to 
include his securities in such bequest,’ 
and executed a waiver and assignment 
of any interest which they might have 
acquired under such provision of the 
will to the trust which was set up for 
the securities. 

An insurance trust that recently be- 
came active provided that the trustee 
should pay for a four-year college edu- 
cation for the insured’s granddaughter 
out of the insurance proceeds. After 
the execution of the trust agreement, 
the insured permitted most of the pol- 
icies included thereunder to lapse and 
at his death the proceeds from the re- 
maining policies obviously would not 
provide sufficient funds for a four-year 
college course. It was estimated that 
the funds would be sufficient for a 
two-year course at a junior college, and 
upon petition to the equity court with 
a recital of the changed circumstances, 
the court authorized and directed the 
disbursement of the trust estate for a 
two-year course, instead of the proce- 
dure directed in the trust instrument. 
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Resignation as Co-Trustee 


NE of the few cases where the 
writer felt compelled to resign as 
trustee arose out of a failure to agree 
with a co-trustee. The testator, with- 
out advice of counsel, or without con- 
sulting the corporate trustee, named a 
bank and his twenty-one year old son as 
co-trustees of a testamentary trust. One 
of the principal assets of the estate was 
a large foundry business in which the 
decedent owned a majority interest. 
In spite of the fact that the young 
co-trustee had no previous business ex- 
perience, he insisted on assuming his 
father’s position in the foundry busi- 
ness and demanded a liberal salary. 
He declined to follow the advice of old- 
er and more experienced key employees 
in his father’s firm, and insisted on pol- 
icies which the corporate trustee be- 
lieved unsound. The sales of the foun- 
dry declined and the business began to 
show a loss. The corporate trustee rec- 
ommended a change in management, or 
liquidation. 
When the son declined, the corporate 


trustee filed a petition in the equity 
court, reciting the disagreement be- 
tween the co-trustees and asked for 


instructions. After hearing the testi- 
mony, the court ruled that the son 
should have a further opportunity to 
continue his father’s business. The 
corporate trustee thereupon resigned 
and the court authorized the son to 
continue as sole trustee. Subsequent 
events showed that the trust estate 
would have been better off if the bus- 
iness had been liquidated. 


Taking Prudent Risks 


HE trust business is not unlike any 
other business in that certain risks 
are inherent to the business and it is 
not possible to do a satisfactory vol- 
ume of business that is strictly “risk 
proof” with no possibility of liability. 


A competent and experienced trust 
officer, with advice of counsel, should 
possess the ability to decide what are 
ordinary prudent business risks and 
when it is reasonably necessary to seek 
court advice. 
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Some trust men take the attitude that 
a corporate trustee should never act 
when in doubt, but should always seek 
court advice. This policy can be car- 
ried to an extreme where it would hin- 
der and delay the administration of a 
trust and pile up court costs that should 
be avoided. 

It should always be borne in mind 
that the creator of a trust has placed 
personal confidence in the trustee of 
his choice and the judgment, opinion, 
and discretion of a court can not be 
substituted for that of the trustee, un- 
less the trustee abuses his discretion, 
acts in bad faith, or refuses to act. 


For Reference 


OR those who are interested in pur- 

suing the matter further, it might 
be worth while to mention a few other | 
sources in addition to those mentioned 
in Judge Monk’s splendid article. 

A very complete treatise on deviation 
from the terms of a trust, written by 
Professor Scott, appears in the May, 
1931, issue of “The Harvard Law Re- 
view.” A good discussion of control of 
the court over powers that it is the 
trustee’s duty to exercise and over 
powers that it is the trustee’s option to 
exercise, is contained in Shattuck’s 
“Revision of Loring’s Trustees’ Hand- 
book” (pages 104-109). 

In the Restatement of the Law of 
Trusts (Vol. I, Page 415) there are a 
number of good illustrations of changed 
circumstances which will justify a 
court’s giving instructions to a trustee. 

Prentice Hall Trust Service (Section 
3775) and Commerce Clearing House 
Trust and Estate Law Service (111 C. 
C. H. Par. 1015) also contain very able 
and concise discussions of court con- 
trol over trustees. 


Indianapolis, Ind.—Dr. Harry C. Sau- 
vain, professor of finance at the School of 
Business Administration of Indiana Uni- 
versity at Bloomington, Ind., is the new 
secretary of the Indiana Commission for 
Financial Institutions, as successor to 
Homer O. Stone. Dr. Sauvain is director 
of the Research Bureau of the University 
and is investment consultant of the uni- 
versity’s trustees. 
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The Contemplated Revenue Act 


Some Desirable Proposals Suggested for Inclusion 


F. N. WILLIAMS 
Assistant Vice President, The First National Bank of Chicago 


HILE the enactment of any new 

revenue law this year is uncer- 
tain, the contents of such a law, if 
enacted, is even more uncertain. There 
are literally hundreds of proposals 
before the Treasury Department. Four- 
teen have been selected for comment 
because of their interest to fiduciaries 
and not necessarily because there is 
any assurance of their being included 
in the final Act. Those considered are 
favorable to the taxpayer dealing pri- 
marily with simplifying administration, 
clarifying existing provisions of the law 
and eliminating inequitable situations. 


Estate and Gift Tax Suggestions 


1. Consolidation of Estate Tax Rates 
—lIt is, of course, well known that there 
is the Estate Tax (of 1926) and the 
Additional Estate Tax (of 1941). The 
credit for State death tax paid is lim- 
ited to 80% of the 1926 tax. It would 
seem logical, in the interest of simplicity, 
to amend the law to provide for one tax 
at the 1941 rates and then specify the 
amount of credit for State death taxes 
which could be applied against this. 


The suggested change would make ab- 
solutely no difference in the amount of 
tax payable. The difficulty is that it 
would require an adjustment in the laws 
of about fourteen States whose death 
tax laws are tied in specifically with the 
tax imposed by the Revenue Act of 
1926.* It is argued that the form of 
the federal law should not be frozen 
merely because the statutes of some 
States were not drawn with the fact in 


From address delivered to the Mid-Continent 
Trust Conference, Trust Division, American 
Bankers Association, at St. Louis, Nov. 7, 1941. 


*According to a study made in 1940, these 
States are: Indiana, Kansas, Louisiana, Maine, 
Minnesota, Montana, Nebraska, New Hampshire, 
Ohio, Rhode Island, South Carolina, Texas, Ver- 
mont and Wisconsin. 


mind that future amendments to the 
federal law were almost certain. If this 
proposal is adopted, some time, such as 
two years, should be given to permit the 
States to adjust their laws to the change. 


2. Deduction for Previously Taxed 
Property — The Treasury Department 
contends that there is no deduction for 
property subjected to Estate Tax within 
five years prior to the death of the dece- 
dent where the only estate tax paid by 
the prior decedent was the additional 
tax imposed by the Revenue Act of 1932. 
Under this ruling only estates between 
$40,000. and $100,000. would be affected 
since estates over $100,000. would also 
be subject to tax under the Revenue Act 
of 1926. 


The reason for this ruling seems to be 
that, when the Internal Revenue Code 
was enacted, the reference to the addi- 
tional estate tax and the gift tax imposed 
by the Revenue Act of 1932 was omitted. 
This apparently was unintentional and 
the Treasury Department continued to 
allow the deduction even though the only 
tax paid was under the Revenue Act of 
1932. By Public Law 18, approved 
March 17, 1941, the mistake as to gift 
tax was cured but the mistake in omit- 
ting reference to the estate tax remained. 
Apparently the Treasury Department has 
taken the position that since Public Law 
18 corrected the gift tax error but not 
the estate tax error, it must now refuse 
to allow the deduction for property pre- 
viously taxed where the previous estate 
tax paid was only under the Revenue 
Act of 1932. 


This obvious injustice should be cor- 
rected in any administrative act enacted. 


8. Taxation of Life Insurance—It was 
thought that the decision of the United 
States Supreme Court in Chase National 
Bank v. U. S., decided in 1929, based the 
taxability of insurance on the question 
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of whether the decedent had retained the 
legal incidents of ownership. This view- 
point was accepted by the Treasury De- 
partment from December 1934 until Jan- 
uary 10, 1941. On the latter date, T.D. 
5032 was issued under which the pay- 
ment of premiums by the decedent after 
that date was made the sole test for in- 
clusion of insurance in the gross estate. 

There seems to be some doubt as to 
the validity and desirability of this rul- 
ing. It has been suggested that Congress 
make clear that the test of taxability be 
the possession in the deceased of inci- 
dents of ownership. Such an amend- 
ment would be consistent with the Chase 
National Bank case, consistent with sub- 
jecting to gift tax, the payment of prem- 
iums by the decedent on policies not own- 
ed by him, and certainly in harmony 
with many irrevocable assignments 
which have previously been made on the 
strength of the former position ofthe 
Treasury Department. 

4. Deduction of Charitable Pledges— 
The Estate Tax law grants a deduction 
for bequests to charity. It also grants a 
deduction for debts of the decedent which 
are founded upon consideration in mon- 
ey’s worth. However, as construed by 
the courts, there is no deduction for 
pledges to charity made by the decedent 
during his lifetime, even though such 
pledges are legally enforceable against 
his estate. The theory is that such 
pledges are not founded on considera- 
tion in money’s worth. It has been sug- 
gested that the Estate Tax law be amend- 
ed specifically allowing such pledges as 
a deduction. Such an amendment is cer- 
tainly fair and reasonable. 

5. Non-Resident Aliens — Under the 
present Estate Tax Law, there is no spec- 
ific exemption for the estates of non- 
resident aliens. This means that regard- 
less of how negligible in value the estate 
may be it must be reported and a tax 
paid. Returns showing a tax of only a 
few dollars are commonplace and it is 
contended that the total amount of rev- 
enue involved does not compensate the 
Government for the expense of auditing 
the returns and collecting the tax. 

The second proposal with reference to 
non-resident aliens is to exempt from 
Estate and Gift Tax so-called “foreign 
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securities.”” Under the present law non- 
resident aliens are taxable only as to 
property situated within the United 
States. The Internal Revenue Code pro- 
vides that stock in a domestic corpora- 
tion shall be deemed property within the 
United States regardless of where the 
stock certificates are actually located. 
As to stock in foreign corporations the 
Regulations are apparently consistent 
with this by exempting such stock from 
tax. This should be confirmed by statute. 


However, as to bonds of both domes- 
tic and foreign corporations, the tax ap- 
plies if the bonds are physically located 
within the United States. The result is, 
of course, that very few of such securi- 
ties are kept in this country. 

In order to encourage safekeeping ac- 
counts in this country for non-resident 
aliens, it has been proposed that bonds 
and other securities of foreign corpora- 
tions owned by non-resident aliens be 
exempt from Estate and Gift taxes. 
Here again very little revenue is in- 
volved, since as long as such securities 





564 


are taxable very few will be kept in 
this country. 


Trusts to Pay Taxes 


6. Tax Free Funds for Estate Tax 
Payments—It has been proposed that 
appropriate provisions be written into 
the Internal Revenue Code which will 
permit the owners of estates to build 
up reserves earmarked for the payment 
of estate taxes at death and that such 
reserves be exempted from estate taxes 
to the extent that they are applied to 
the payment of such taxes. The exceed- 
ingly high estate tax rates have created 
serious problems for executors in finding 
funds to pay the tax without forced liq- 
uidation at ruinous prices. Those estates 
which consist primarily of a going busi- 
ness, stock in a closely held corporation, 
real estate or other non-liquid assets are 
especially vulnerable. 

One particular plan contemplates the 
exemption from tax of insurance ear- 
marked for the purpose of paying the 
death tax. This plan has been adopted 
in many Canadian provinces as well as 
in other countries. Such a plan, of 
course, discriminates against the unin- 
surable and for this reason is deemed by 
many as undesirable. 

Another plan involves setting up a 
trust specifically to pay the estate tax. 
Perhaps the statute might limit the types 
of assets which could be placed in the 
trust (for example, government bonds) 
in order to assure its liquidity. In the 
interests of simplicity and prevention of 
possible income tax avoidance, such 
trusts would be revocable, except that, 
after the settlor’s death, the assets would 
be specifically earmarked for estate tax 
payment and no prior distributions could 
be made till such tax liabilities were 
liquidated. The trust instrument could 
provide for the disposition of earnings 
prior to the settlor’s death, either by 
way of accumulation or distribution to 
‘him. In either event, the trust income 
would be taxable to the settlor. The 
instrument might also require as a guar- 
anty of liquidity that the trust be liqui- 
dated within a relatively short time after 
the due date of the estate tax. 

Whatever portion of the trust assets 
are required to pay estate taxes would 
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be made exempt from such taxes, and 
any excess should be subject to tax. The 
principle of not taxing such portion of 
the estate as is required to pay the tax 
accords with the result now reached un- 
der the gift tax, where the tax is paid 
by the donor out of the estate remaining 
to him after a gift. The tax so paid 
is not taxed as a part of the gift and 
operates to reduce the estate passing at 
death and subject to estate tax. It is 
logical therefore to exclude from the 
estate an amount sufficient to pay the 
tax. After all, the gift tax is merely 
an advance payment of death tax. Con- 
sequently the timing of the payment of 
the tax should not produce different re- 
sults. 

7. Exclusions for Gifts in Trust — 
Section 505 of the Revenue Act of 1938 
denied to gifts in trust the $4,000. ann- 
ual exclusion accorded to other gifts. 
When this Act was in preparation the 
Senate Finance Committee gave as a 
reason for the denial of the exclusion 
the fact that certain court decisions had 
held that the trust entity was the donee 
of a gift in trust, making possible the 
creation of any number of trusts for the 
same beneficiary with a $4,000. exclusion 
for each trust. 

However, the Supreme Court has now 
held to the contrary. (Helvering v. 
Hutchings, March 3, 1941.) Since, 
under this decision, the donee of a gift 
in trust is the beneficiary and not the 
trust the denial of the $4,000. exclusion 
is no longer supported by any valid argu- 
ment. 

The present law is obviously a discrim- 
ination against trust business, which is 
accentuated by the fact that as a prac- 
tical matter it is difficult to make out- 
right gifts to minor children. It is to 
be hoped that this discrimination will 
be corrected in the Revenue Act under 
consideration. 


Income Tax Suggestions 


1. Deduction of Expenses—Until the 
past few years the Bureau of Internal 
Revenue followed the almost unbroken 
practice of allowing taxpayers to deduct 
as business expenses the reasonable ex- 
penses paid in connection with the man- 
agement and conservation of their in- 
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vestments. Such, however, is not now 
the law. The two famous cases of Hig- 
gins v. Commissioner and City Bank 
Farmers Trust Co. (Duke Trusts) v. 
Commissioner, decided by the Supreme 
Court in 1941, definitely established that 
investment expense and trustee’s fees are 
not business expenses. 

It is only fair to state that the Treas- 
ury Department has indicated that it 
will not oppose an amendment to the 
law making certain the deduction of trus- 
tee’s fees and management expense of 
securities. Such a provision was in- 
cluded in the Revenue Act of 1941 as it 
passed the Senate, but it was eliminated 
in Conference with the understanding 
that it would be given consideration in 
the administrative law to follow. 


2. Returns for Small Trusts—Under 
the present law a fiduciary is required 
to prepare and file a return for every 
trust with net income of $100. or over. 
On the other hand the unmarried indi- 
vidual personal exemption is $750. Thus 
a greater burden is placed upon fiduciar- 
ies than on unmarried individuals. The 
amount of the tax involved is obviously 
small and the cost both to the Govern- 
ment and the fiduciary is all out of pro- 
portion to the revenue collected. Con- 
sequently, it has been suggested that 
trusts be given the same personal exemp- 
tion as single persons. 


3. Income of Decedents — Personal 
Services — Two United States Supreme 
Court decisions of March 31, 1941 hold 
that the last income tax return for the 
deceased partner of a professional part- 
nership must include not only his share 
of the partnership cash income on hand 
at the date of his death, but also his 
share in the uncollected accounts and 
the earned proportion of the estimated 
receipts from unfinished business. 

Section 42 of the Internal Revenue 
Code requires the inclusion in the last 
income tax return for the decedent of all 
income accrued to the date of death, 
notwithstanding the fact that the tax- 
payer may have been on a cash basis. 
In the case of partnerships of this type 
this income is from personal services and 
it is well known that some of it will 
never be collected. Hence, it is proposed 
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to exclude from the accrual requirement 
of Section 42 any undetermined amounts 
for personal services. 


Mortgages and Leases 


4. The Mortgage Problem—tThe pre- 
sent Regulations (103) provide that 
when a mortgagee bids in property at a 
foreclosure sale he realizes gain or loss 
measured by the difference between the 
fair market value of the property at the 
time of the sale and the basis of the 
obligation of the debtor applied in sat- 
isfaction of his bid. The balance of the 
basis of such obligation may be deducted 
as a bad debt if and when ascertained 
to be worthless and charged off. 

The decision of the United States 
Supreme Court in Helvering v. Midland 
Mutual Life Insurance Company, decided 
in 1937, casts some doubt on the validity . 
of the present regulations. That decision 
indicates a mortgagee who acquires the 
property at foreclosure sale has the same 
status as any other purchaser. Under 
this theory there would be no gain or loss 
recognized on the acquisition of the prop- 
erty. The mortgagee has merely pur- 
chased a piece of real estate at his bid 
price and will be entitled to a bad debt 
deduction to the extent that the basis of 
the debt exceeds the proceeds of sale 
and is established as worthless and 
charged off. 

If the present regulations are not sus- 
tained by the courts (as is indicated by 
the Circuit Court of Appeals case of 
Hadley Falls Trust Co. v. U. S. decided 
in 1940), great injustice either to the 
Government or the mortgagee is certain. 
If the mortgagee re-sells the property for 
more than the amount for which he bid 
it in on the foreclosure sale, he may be 
taxed on the excess even though he al- 
ready has been taxed upon the excess 
of the fair market value of the property 
under the present regulations. If the 
mortgagee re-sells the property for less 
than the amount of the bid price, he 
may be entitled to take a loss although 
he may already have been allowed a loss 
equal to the excess of the amount of his 
basis over the fair market value of the 
property at the time of the foreclosure. 
The important point is a need for clar- 
ifying the taxable status of such trans- 
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actions to avoid unfair advantage on 
either side. 


It has been suggested that the law 
make clear that if the mortgagee bids 
in the property at foreclosure sale there 
is no gain or loss to be recognized until 
the property is re-sold. This is in ac- 
cord with some earlier regulations and 
would simplify the administrative pro- 
cedure for both the taxpayer and the 
Treasury Department. It recognizes that 
the mortgagee is engaged in a mere sal- 
vage operation and postpones determina- 
tion of gain or loss until the transaction 
is complete. 


5. The Leasehold Problem—A prob- 
lem related to the mortgage foreclosure 
question is that raised when a leasehold 
is cancelled for non-payment of rent and 
improvements erected by the lessee are 
taken over. On March 25, 1940 the 
United States Supreme Court held that 
a lessor realized income in the year the 
lease was terminated and the improve- 
ments surrendered in the amount of the 
stipulated net fair market value of the 
improvements. (Helvering v. Bruun, 60 
S. Ct. 631). 


This decision obviously results in 
rather unusual situations. In many 
cases the lessor has not only lost a very 
profitable lease but finds himself with 
no money to pay large income taxes on 
a theoretical increase in the value of his 
property. Generally, the property can- 
not be liquidated at a fair price to the 
lessor and in many cases expensive re- 
pairs or alterations are necessary before 
the property can be made income pro- 
ducing. Certainly any proposal to amend 
section 22 (a) of the Internal Revenue 
Code along with other pertinent amend- 
ments will be welcomed by many. 


Transfer Tax 


1. Custodian Transfers—The present 
law with certain restrictions exempts 
from transfer tax transfers from an 
owner to a custodian or nominee. One 
of the conditions of the exemption is 
that there be a written agreement be- 
tween the parties whereby the securi- 
ties are to be held at all times subject 
to the instructions of the owner. 
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The suggestion has been made that the 
law be amended to remove the require- 
ment of a written agreement where the 
custodian is a bank or other financial 
institution. The original purpose of 
requiring a written agreement was to 
make sure that the exemption would ap- 
ply only to real custodianships. Banks 
are in the business of holding securities 
in safekeeping and naturally hold them 
subject to the instructions of the cus- 
tomer. Many times the custodian rela- 
tionship is not established by any formal 
written agreement, but the true custod- 
ian relationship is there none the less. 


Naturally, this suggestion involves 
practically no revenue and it is beyond 
comprehension that any bank would take 
advantage of the consideration accorded 
by the suggested amendment by at- 
tempting to escape the tax by an alleged 
custodianship when in fact none exists. 


2. Worthless Bonds — Section 1802 
(b) of the Internal Revenue Code pro- 
vides for the exemption from transfer 
tax of the transfer of shares of stock 
by an executor to a legatee or distributee 
if it is established to the satisfaction of 
the Commissioner of Internal Revenue 
that the value of the stock is not greater 
than the amount of tax which would 
otherwise be imposed on the transfer. 


However, this exemption does not ex- 
tend to bonds or securities other than 


shares of stock. It is, of course, appar- 
ent that the same principle is applic- 
able to these other securities and the 
suggestion has been made that the sta- 
tute be amended to cover them. 


Which of the foregoing suggestions 
will be proposed by the Treasury Depart- 
ment and finally become a part of the 
Second Revenue Act of 1941 must at 
this time remain an open question. How- 
ever, corporate fiduciaries may be as- 
sured that the Taxation Committee of 
the American Bankers Association (of 
which Charles H. Mylander is Chairman) 
and the Trust Division Committee on 
Taxation (of which William A. Stark is 
Chairman) will do everything possible 
to secure their solution in the contem- 
plated bill. 
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Decisions 


LEGAL CONTRIBUTING EDITORS 


Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were selected and reported by these attorneys, for their respective 


jurisdictions: 


CALIFORNIA: Walter L. Nossaman—tTrust Counsel, Security-First National Bank of 


Los Angeles 


ILLINOIS: R. J. Frankenstein, Jr—McDermott, Will & Emery, Chicago 

IOWA: Eugene D. Perry—Stipp, Perry, Bannister & Starzinger, Des Moines 
KENTUCKY: Squire R. Ogden—Ogden, Galphin, Tarrant & Street, Louisville 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn. 

MINNESOTA: James E. Dorsey—Fletcher, Dorsey, Barker, Colman & Barber, Minne- 


apolis 


NEW JERSEY: Samuel J. Foosaner—Counsellor-at-law, Newark 

NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 

OREGON: Earl S. Nelson—Griffith, Peck, Phillips & Nelson, Portland 
TENNESSEE: Charles C. Trabue, Jr.—Trabue, Hume, Davis & Gale, Nashville 
WISCONSIN: Ralph M. Hoyt—Shea & Hoyt, Milwaukee 


The complete roster of editors appears in June and December. 


Assets—Administration—Duties and 
Obligations of Trustees and of Third 
Persons Participating in Breach of 
Trust 


Massachusetts—Supreme Judicial Court 


Milbank v. J. C. Littlefield, Inc., 1941 A.S. 1477; 
Sept. 30, 1931. 


Defendant corporation made an assign- 
ment to A for the benefit of creditors. A 
laid down on his job and turned over the 
administration of the trust and the bus- 
iness to B, the principal stockholder. The 
latter operated it for his own benefit and 
the creditors lost out. On a bill in equity 
by a creditor against A, B, and the corpor- 
ation for an accounting and damages, the 
court laid down the following principles. 

HELD: The assignee was a trustee for 
the creditors, with the duty to administer 
the trust in accordance with the provisions 
of the assignment. 

A had a right to use the services of B 
for the performance of administrative de- 
tails, but not to turn over his authority to 
B or commit the entire administration of 
the trust to him; and was responsible to 
the creditor beneficiaries for the losses re- 
suling therefrom. The court discussed the 
effect of exculpatory clauses exempting 
trustees from responsibility for anything 
short of wilful or gross negligence, but 
held A was guilty of such in this case. 

Compensation was properly refused to 
A because it appeared that his conduct was 


not only worthless, but detrimental to the 
creditors. 

Also as B participated in the breach of 
trust by A and profited by it he was re- 
sponsible for the damages resulting from 
his misconduct. One who receives trust 
property with notice of the trust is a con- 
structive trustee and bound to account to 
those having a beneficial interest therein. 


SS 


Distribution—Child of Decedent Liv- 
ing with Decedent but Maintaining 
A Separate Domicile Not Entitled to 
Child’s Award 


Illinois—Appellate Court 
In re Estate of Gilbert, 311 fll. App. 28. 


Where a deceased person at the time of 
his or her death is a housekeeper, the head 
of a family, and leaves no widow or sur- 
viving husband, the Illinois statute allows 
an award to the children of the deceased 
residing with him or her at the time of 
his or her death, including all males under 
eighteen years of age and all females. Here 
a daughter of the deceased lived with and 
took care of him for about three years 
prior to his death. However, she had an- 
other home from which she voted and to 
which she stated it was her intention to 
return. She further stated that she in- 
tended at all times to retain such other 
home. There were other facts tending to 
establish such separate domicile. 
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HELD: The word “residing” as used 
in the statute is synonymous with “dom- 
icile” and would not be construed as mean- 
ing “living.” The allowance of the award 
was improper. 


a 


Distribution — Compensation of De- 
visee Disappointed by Widow’s Elec- 
tion 

Wisconsin—Supreme Court 


Will of Marshall, 300 N. W. 157. Decided October 
7, 1941. 


Testator, who died in 1922 leaving an es- 
tate of about $800,000, bequeathed to his 
widow a $2,000 annuity and $25,000 in cash. 
He specifically devised to the appellant a 
farm worth $48,245, and after making cer- 
tain other specific devises and bequests he 
placed the residue of his estate “and all 
lapsed devises and bequests” in a trust, the 
income of which was to be paid to his widow 
for life and the corpus to be distributed 
after her death among various individuals 
and charities. The widow elected to take 
under the law rather than under the will, 
with the result that she received a one-third 
interest in the farm devised to the appel- 
lant and a like interest in all the other 
property, both real and personal. The ap- 
pellant thereupon purchased her one-third 
interest in the farm from her for $10,000. 
She died in 1939, and thereafter the appel- 
lant petitioned the County Court for an or- 
der requiring the executors to account to 
him for the sum of $16,081.67, being one- 
third of the appraised value of the farm, 
of which he claimed to have been deprived 
by the widow’s election. 

HELD: 1. If the appellant were entitled 
to receive anything, his recovery would be 
limited to the $10,000 that he paid the widow 
for her one-third interest in the farm, be- 
cause that was the actual amount of his 
loss. 

2. He is not, however, entitled to be com- 
pensated at all. The testator expressly pro- 
vided in his will that all lapsed legacies 
should fall into the residue, so that the pro- 
vision which he made in the will for his 
widow is not available for compensating 
disappointed legatees and devisees. Nor is 
appellant entitled to be compensated out of 
the shares of the residuary legatees, for the 
reason that each of them suffered a one- 
third loss the same as the appellant, and 
the rule which permits of compensating dis- 
appointed beneficiaries in case of renuncia- 
tion (Restatement, Property, Sec. 234) ap- 
plies only if the renunciation has caused a 


TRUSTS and ESTATES—November 1941 


substantial distortion among the several 
testamentary dispositions. 


ee 


Distribution—Right of Adopted Child 
to Take By Representation 


Oregon—Supreme Court 
McKinley v. Allen, 33 Ore. advance sheets 77. 


In 1934 the testatrix executed and pub- 
lished her will by the terms of which she 
devised and bequeathed to her sister, Emma 
A. Wilkinson, her entire estate. The bene- 
ficiary under the will died in 1937 and a 
year and one half later the testatrix died. 


The Plaintiff claimed the estate as the 
adopted daughter of the beneficiary. The 
defendant, a brother of the testatrix, claim- 
ed that the bequest had lapsed because the 
beneficiary predeceased the testatrix, that 
the defendant is the sole heir of the testa- 
trix, and therefore, is entitled to the es- 
tate. Judgment for the plaintiff and the 
defendant appealed. 

Interpretation of two Oregon Statutes is 
involved: the anti-lapse statute enacted in 
1853 which provides: 


‘“‘Where any estate shall be devised to any child, 
grandchild or other relative of the testator, and 
such devisee shall die before the testator leaving 
lineal descendants, such descendants shall take the 
estate, real and personal, as such devisee would 
have done in case he had survived the testator.” 
20. C. L. A., Sec. 18-604. 


and the statute dealing with the rights of 
adopted children, which reads as follows: 


“A child so adopted shall be deemed for the 
purposes of inheritance of such child, and all other 
legal consequences and incidents of the natural] 
relation of parents and children, the child of the 
parents by adoption, the same as if he had been 
born to them by lawful wedlock; except that he 
shall not be capable of taking property expressly 
limited to the heirs of the body or bodies of the 
parent by adoption, nor property from the lineal 
or collateral kindred of such parents by right of 
representations.” 5 O. C. L. A., Sec. 63-407, L. 
1864. 


HELD: Affirmed for the plaintiff. 


The court held that the clear and un- 
ambiguous language of the adoption sta- 
tute . . . “the same as if he had been 
born to them by lawful wedlock .. .” indi- 
cated that the right of inheritance from an 
adoptive parent who dies intestate is clear- 
ly granted. 

By the adoption statute there cre two 
limitations placed on the right to inherit. 
The court held these conditions only ap- 
plicable in cases of intestacy. In holding 
that the adopted child was entitled to the 
estate, the court stated as a part of its 
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citations the following which appears to 
be the rule where statutes of this nature 
are involved: 


“An adopted child may take a devise or legacy 
given by will to one of his adopting parents, and 
thus prevent the devise or legacy from lapsing in 
ease the parent dies before the testator, precisely 
the same, and with the same limitations, as if he 
were a child born to such parent in lawful wed- 
lock. In such a case a child born in lawful wed- 
lock does not ‘inherit’ the devise or legacy from 
his parent’s kindred. One who takes under a will 
does not ‘inherit.’ To ‘inherit’ is to take as an 
heir at law by descent or distribution. To take 
under a will is not to inherit; and, when an 
adopted child takes a legacy given by will to one 
of his adopting parents, he does not take as the 
heir at law of the parent’s kindred. He takes as 
a lineal descendant of the legatees by force of the 
statute.” Warren v. Prescott, 84 Me. 483, 24 A. 
948, (1892). 


a 


Distribution—Spendthrift Clause Ef- 
fective Only So Long As Beneficiary 
Lives—Trustee, As Creditor, Can Ap- 
ply Money in Reduction of Claim 


Illinois—Appellate Court 
McKeown v. Pridmore, 310 Ill. App. 634. 


Beneficiary was indebted to the trust, 
and the trustee had attempted during his 
lifetime to offset a distribution to which 
the beneficiary was entitled against the 
indebtedness. An attorney was employed 
by the beneficiary on a contingent basis 
and the attorney was successful in secur- 
ing the distribution for the benefit of the 
beneficiary because of a _ spendthrift 
clause which the court held was effective 
against the trustee, as well as other credi- 
tors. 


Shortly before the death of the benefi- 
ciary, he was entitled to a further distri- 
bution, only part of which was paid. The 
trustee refused to distribute the balance 
of the funds to the legal representative 
of the beneficiary and applied such bal- 
ance against the indebtedness of the bene- 
ficiary to the trust. The attorney, by vir- 
tue of his contingent fee agreement and 
an attorney’s lien served upon the trustee, 
also claimed a part of such balance. 

The trial court entered a judgment in 
favor of the attorney against the trustee 
individually for the sum alleged to be due 
the attorney by virtue of his lien, and 
further ordered that the balance of the 
distributive share be paid to the benefici- 
ary’s legal representative. 


HELD: The attorney’s lien granted by 
the statute has the effect of an assignment 
and, because of the spendthrift clause, 
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was ineffective as against the trustee. Fur- 
thermore, the judgment against the trustee 
was improper because he was not made a 
party in his individual capacity and prop- 
erly served with summons. This is so re- 
gardless of cases cited to the effect where 
a trustee in a representative capacity has 
assumed contractual obligations, a judg- 
ment at law may be rendered against him 
individually. The protection of a spend- 
thrift trust ceases on the death of a bene- 
ficiary, and, accordingly, the trustee has a 
right to apply the money remaining in his 
hands as trustee in reduction of his claim 
against the estate of the beneficiary. 


SS 


Distribution — Spendthrift Trust —- 
Divorced Wife Cannot Compel Trus- 
tee of Former Husband to Contribute 
to Support of Children Out of Trust 
Income or Principal 


Iowa—Supreme Court 
Roorda v. Roorda, 230 Iowa 1003. 


In 1935 father created testamentary 
trust in favor of son. Will provided that 
trustee “shall pay over to my son Detmer 
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Roorda (cestui que trust) the income from 
the same and any part or all of the prin- 
cipal at such time or times as in the judg- 
ment of” said trustee “the payment of 
same will be to the best interests of my 
son Detmer Roorda.” In 1929 cestui que 
trust’s wife secured a divorce against him; 
was awarded custody of their three minor 
children and $15 per week for their sup- 
port and maintenance. Cestui que trust 
contributed nothing to her. Divorced wife 
brought suit against trustee and cestui que 
trust to secure judgment for support of 
minor children. 

HELD: Trustee’s motion to dismiss sus- 
tained, the court holding that the right of 
the cestui que trust against the trustee, to 
recover trust res, is the measure of the 
rights of a creditor as against the res in 
the hands of the trustee; and that since the 
cestui que trust could not compel pay- 
ments to him, neither could his divorced 
wife who was a judgment creditor. 


a, 


Drafting—Wills and Trusts—Lega- 
cies Given by Codicil—Entire Estate 
Disposed of By Will—No Language 
Charging Real Estate with Payment 


of Legacies 


Illinois—Appellate Court 
In re Estate of Marti, 311 Ill. App. 237. 


The testator made a will giving the use 
and income of “all of my property, both 
real and personal,” to his wife for life, and 
subject to such life estate the decedent 
gave “all of my property and estate, both 
real and personal,” to his children. By a 
codicil he gave certain cash legacies to 
other children. There were insufficient 
funds in the personal estate to pay the 
legacies mentioned in the codicil. The 
question was whether or not real estate 
had to be sold to satisfy the legacies. 

HELD: The gift of one’s “entire es- 
tate” or a gift of “all my property” is not 
a residuary bequest or devise, and accord- 
ingly the real estate could not be sold to 
pay the legacies since language specifically 
-authorizing the charging of such real es- 
tate for that purpose was absent from the 
will. This case emphasizes the importance 
of making a codicil consistent with the 
terms of the will. 

a 

C. W. Borton, assistant vice president, 
Irving Trust Company, New York City, has 
been elected to the presidency of the Na- 
tional Association of Bank Auditors and 
Comptrollers. 
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Guardianship — Guardian Liable For 
Losses Resulting from Transactions 
between Itself and Estate of Ward 


Tennessee—Supreme Court 
Meloy v. Nashville Trust Co., 149 S. W. (2d) 73. 


The defendant is the guardian of a minor, 
and succeeded the American Trust Com- 
pany, the former guardian. It appeared 
that in 1930 the American Trust Company 
invested $12,500 of the money held in the 
guardianship account to purchase from it- 
self a note secured by a mortgage on real 
estate. In April, 1931, the mortgage was 
renewed. When it finally became due it was 
not paid, and the mortgage was foreclosed 
and the property was bid in by the guardian 
for $10,000, to hold in the ward’s account. 
The present suit is by the ward, by next 
friend, against the guardian to recover the 
loss of principal, interest and taxes result- 
ing from the unfortunate investment. 

HELD: The ward was entitled to a re- 
covery against the guardian for the loss. 

NOTE: This holding is similar to that 
in Cowan v. Hamilton National Bank, 146 
S. W. (2), 359, reported in the April 1941 
issue of Trusts and Estates. 


ee 


Investment Powers—Duty of Trustee 
Where Settlor Retains Right to Direct 
Investments 


California—District Court of Appeal 


Day v. First Trust and Savings Bank, 47 A.C.A. 
523, 47 Cal. App. 2d (Oct. 24, 1941). 


Plaintiff created a trust with defendant 
as trustee in 1928, and two additional trusts 
in 1929. The first trust was revoked in 
1933, and defendant resigned as trustee of 
the other two trusts in 1934. In this action 
brought to recover damages from the former 
trustee because of its alleged failure to 
exercise due care in making and handling 
investments, judgment for defendant af- 
firmed. 

HELD: (1) Defendant not liable for re- 
taining an authorized security in a falling 
market if it did so honestly and prudently. 

(2) Where plaintiff, an experienced busi- 
ness man, reserved right to direct trustee 
as to investments, etc., but the trustee was 
permitted to act in the absence of direction, 
plaintiff’s views as to properties, persons 
and trends, even casually imparted, would 
merit appropriate consideration by defen- 
dant, along with information from other 
sources. 

(3) Trustee had a right to consider not 
only appraised value of properties but the 
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character, business record and financial re- 
sources of the debtors. 

(4) Defendant was entitled to attorney’s 
fees and court costs in defending the action. 

NOTE: The record, not the court’s opin- 
ion, shows that the judgment for attorney’s 
fees and costs was against plaintiff person- 
ally, both as to those incurred in the re- 
voked trust and the two others in which a 
trustee was substituted for defendant. It 
rests in part at least on an agreement of 
the trustor contained in the trusts to in- 
demnify the trustee against costs, charges 
and expenses incurred by reason of the 
trusts, and providing that this agreement 
was to remain in effect though the trusts 
were terminated. 


_———— ——— 


Life Tenant and Remainderman — 
Liability of Executor-Trustee for Ex- 
haustion of Corpus by Legal Life Ten- 
ant 


Kentucky—Court of Appeals 


Ohio Valley Trust 
Decided 


Ellen Buckman’s Trustee v. 
Company (not yet officially reported). 
October 28, 1941. 


The testator by his will devised to his 
daughter the residue of his estate and pro- 
vided that she should have and hold the 
same “for and during her natural life, 
with the right to use, enjoy and dispose 
of, as she sees fit, the rents, profits and 
income therefrom *** but she is not to sell 
or otherwise dispose of any of the princi- 
pal of said property.” The remainder after 
the life estate of his daughter was devised 
to the children of the daughter who should 
receive the principal at the time the young- 
est child became 21 years of age. Ohio 
Valley Trust Company was named as 
trustee “for the children of my said daugh- 
ter” with the provision that as such trus- 
tee “it is not to take charge of said property 
until the death of my said daughter.” 


Ohio Valley Trust Company, which was 
also the executor of the will, upon settling 
its accounts as executor, delivered to the 
life tenant the corpus of the estate without 
requiring any surety. The life tenant died 
insolvent, having dissipated the principal 
of the trust estate. This was an action by 
the remaindermen seeking to hold the 
Trust Company liable because of its failure 
to qualify as trustee and because of the 
delivery made by it of the corpus of the 
estate to the life tenant without requiring 
of her a bond with surety. 
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HELD: Judgment of dismissal affirm- 
ed. The court said: 


“There was no way of knowing that it (the 
executor) would have a duty to perform in the 
capacity of trustee when the money was turned 
over to Ethel Buckman, nor can it be said that 
the will placed upon the executor as such any duty 
to be performed after the death of the life tenant. 
It cannot be said that Mr. Norris was more soli- 
citous of the welfare of his grandchildren than 
he was'of his daughter. The will clearly indicates 
that he had confidence in her, for he expressly 
directed that she was to have and to hold the 
property and to manage and control it. There is 
nothing in the will to indicate that he desired that 
she execute bond as trustee.” 


a 


Eugene Agger, formerly head of the De- 
partment of Economics at Rutgers Univer- 
sity, and for years a friendly critic of 
banking, was recently appointed New Jer- 
sey Commissioner of Banks. 

Mr. Agger, who was head of the Econ- 
omics Department of Columbia University 
before accepting the Rutgers post, has 
been a lecturer at the American Institute 
of Banking since 1917. In 1935 he was 
appointed associate director of the Gradu- 
ate School of Banking. 





572 


Powers—Limitations—Life of Settlor 
who Reserves Income and Absolute 
Power to Revoke Excluded 


New York—Court of Appeals 


Schenectady Trust Company v. Emmons, 21 N. Y. 
Supp. (2d) 815, aff’d. 261 App. Div. 154 (8rd 
Dept.) aff’d. 286 N. Y. 186 (memo). 


A settlor reserved all the income of the 
trust during his life and an absolute power 
to revoke. Upon the settlor’s death, the 
trust was continued for the life of his 
son, and on the son’s death, separate shares 
were directed to remain in further trust 
for each of the son’s two children for their 
lives respectively. 


HELD: The life of the settlor is to be 
excluded in measuring the permissible pe- 
riod of the trusts. The Appellate Division 
said that the logic opposed to the exclusion 
of the settlor’s life impressed it more than 
the opposite, but that text writers and such 
authorities as existed in New York favored 
the exclusion. The Court of Appeals af- 
firmed without opinion. 


ee 


Powers—Limitations — Rule Against 


Perpetuities Not Violated—Removal 
of Administrator 


New Jersey—Prerogative Court 
In re Hermann, 130 N. J. Eq. 273. 


Will of testator provided life estate of 
residuary income for brother, and upon his 
death, in equal shares to his surviving chil- 
dren. Upon the death of such surviving 
child, the principal on which that child re- 
ceived income was to be paid to his or her 
issue, if no issue to the survivor. If neither 
issue or a survivor was alive to receive the 
said principal, it was to be then distributed 
to the testator’s brother’s wife. 

Testator’s brother’s wife sought to have 
the administrator of the estate removed for 
mismanagement. In opposing her petition, 
the administrator argued that she had no 
right to maintain the action since she was 
not an “interested person” (within the pur- 
view of R. S. 3:12-4 (c) because the gift to 
her was invalid in that it violated the rule 
against perpetuities. 


HELD: The gift to the _ testator’s 
brother’s wife became vested upon the death 
of the testator subject to being divested 
upon the happening of the contingency men- 
tioned in the will. In the case of the gifts 
to the brother’s children, the validity of each 
trust depends solely upon its own terms. 
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The suspension was for two lives in being 
at testator’s death “and the vesting in is- 
sue (if any), occurs upon the termination 
of the second life estate.” “The remainders 
over are clearly good.” 

The testator’s brother’s wife having a 
present vested interest, was an “interested 
person” within the meaning of the statute. 

It appearing from the evidence that the 
administrator improperly had used monies 
from the corpus to which he was not en- 
titled, failed to keep books, and abused the 
confidence which was reposed in him, he 
was removed. 


eS | 


Wills—Probate—Claim for Services 
Conflict of Laws 


Minnesota—Supreme Court 


Sattinger v. First Trust Company of St. Paul, 
Administrator, October 17, 1941. 


Decedent died in 1939 at the age of 82. 
In the Probate proceedings plaintiff, a dis- 
tant relative, filed a claim for $50,000 for 
services alleged to have been performed at 
the decedent’s request as companion and 
nurse. The claim was based upon an ex- 
press promise by the decedent to pay claim- 
ant by a $50,000 bequest in her will, which 
sum was alleged to be the reasonable value 
of the services claimed to have been ren- 
dered over a ten-year period. The evidence 
showed that the decedent in 1929 requested 
plaintiff to come from California to St. Paul 
to assist her during an illness; that claim- 
ant did come and stay with her for about 
three weeks; that thereafter decedent lived 
about six months in each year in California; 
that claimant spent much time with de- 
cedent when the latter was in California and 
performed services as companion and nurse. 
The Probate Court disallowed the claim. On 
appeal to the District Court the claimant 
relied solely upon quantum meruit, and ob- 
tained a verdict for $22,000. The court re- 
duced this to $15,000. The administrator 
appeals. The parties agreed that California 
law governed. 

HELD: _ District Court’s order denying a 
new trial affirmed. Where one performs 
services for another, the law implies a pro- 
mise by the recipient to pay for them. Re- 
covery may be had in quantum meruit even 
though no oral express agreement is shown. 
Circumstances, as where the services were 
rendered for a close relative, may repel the 
normal implication of the contractual rela- 
tionship. 

Under California law the facts must show 
that compensation was expected or contem- 
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plated by the parties. The evidence here 
sustained the conclusion that compensation 
was in the minds of both the claimant and 
the decedent. Since the claimant’s cause of 
action accrued in California, the California 
statute of limitations controlled. Where 
there are grounds for a reasonable implica- 
tion that payment is to be made at the 
termination of the services and the jury so 
finds, the statute of limitations does not be- 
gin to run until that time. 


en 0 ad 


Wills — Probate — Construction of 
“Personal Property” in Will Drawn 
by Testatrix 


Wisconsin—Supreme Court 


Estate of O'Malley, 300 N. W. 10. Decided October 
7, 1941. 


The testatrix, who drew her own will, pro- 
vided therein that her entire estate “except- 
ing my personal property” should go into 
a trust for the benefit of her aged parents, 
who were dependent upon her. The will 
contained no further residuary clause. At 
the time of its execution she had recently 
entered into a second marriage, and her es- 
tate consisted only of $1,000 of real estate 
and $1,100 in a bank account and a little 
furniture. She also had $40,000 of life in- 
surance, payable to her mother. By the 
time she died, eighteen months after mak- 
ing the will, she had sold the real estate but 
was the owner of $20,000 of notes given to 
her by her husband for money that she had 
loaned to him, having obtained the money 
by surrendering certain of the insurance 
policies that had been payable to her 
mother. Under Wisconsin law her husband 
would be her sole heir if the notes passed 
as intestate property. 


HELD: In using the words “excepting 
my personal property,” the testatrix must 
have intended to refer only to ordinary 
goods and chattels and not to investments. 
Were that term construed to include the 
notes, they would pass as intestate property 
to her husband, who was not intended by 
her to be an object of her bounty and who 
had had no part in the accumulation of her 
estate; and her plan of providing continued 
support for her parents would be frustrated. 
The term “personal property” as used 
among laymen is commonly intended to re- 
fer to tangibles and not to money, notes or 
securities, and under the circumstances here 
involved, the testatrix must be deemed to 
have used the term in its colloquial sense. 
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Wills—Probate—Discretion of Court 
in Appointing Special Administrator 
Where Will Is Attacked 


California—Supreme Court 
O’Bryan v. Superior Court, 18 A. C. 556, 18 Cal. 
2 


Decedent O’Bryan’s will left all his prop- 
erty to his widow, who was his second wife. 
A child of decedent by a former marriage 
brought contest before probate and filed a 
petition for appointment of a trust company 
as special administrator. This was opposed 
by the widow, named executrix in the will, 
who asked that she herself be appointed. 
This proceeding in mandamus was brought 
to compel the Superior Court to set aside 
its order appointing the trust company 
special administrator. Writ denied. 

HELD: (1) Under Sec. 461, Probate 
Code, providing that preference must or- 
dinarily be given to the person entitled to 
letters testamentary, the court has a dis- 
cretion to appoint someone else. y 

(2) The fact that the executrix was 
charged with fraud and undue influence in 
procuring the will is a factor which the 
court might take into consideration in exer- 
cising its discretion. 

(3) Order appointing special administra- 
tor is not appealable (Probate Code Sec. 
461), and the exercise of the court’s discre- 
tionary power may not be reviewed by man- 
damus. 


—_——_0 


Wills—Probate—Signature of Wife to 
Husband’s Holographic Will Does 
Not Invalidate Will 


Tennessee—Supreme Court 


Jones v. 154 S. W. (2d) 245, (Oct. 4, 


1941). 


Myers, 


The question involved in this case was 
whether the following instrument could be 
admitted to probate as the holographic will 
of W. M. Jones: 


“Oct. 2, 1927 

“After our death we want Louise Jones 
to have what we have got. 
: “Sallie C. Jones 
“W. M. Jones.” 


The will was in the handwriting of W. M. 
Jones, except for Sallie Jones’ signature. 
The objection was raised that the instru- 
ment contained the name of the testator’s 
wife, which was in her own handwriting, 
and that it was not entirely in the hand- 
writing of the deceased. The court held 
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that it constituted a good will and was en- 
titled to probate, and that the wife’s signa- 
ture to it did not invalidate it. The court 
observed that this merely constituted an ex- 
pression of the wife’s testamentary intent, 
which was immaterial in the present pro- 
ceeding, and did not contribute to the mean- 
ing of the instrument and was not neces- 
sary to render it complete. 


Limiting Land Restrictions 


Rag rape to place a time limit on 

the effectiveness of restrictions on de- 
vises and conveyances was proposed by 
Charles E. Clark, Judge of the United 
States Circuit Court of Appeals, second 
circuit, at a meeting of the Real Property 
Law Division of the American Bar Asso- 
ciation, held in Indianapolis on September 
80. Judge Clark offered the following 
draft, based somewhat upon the analogy 
of the present Minnesota statute (Mason, 
Supp. 1940, c. 59, Sec. 8075): 


“All covenants, conditions, easements, profits, 
rights of reentry, possibilities of reverter, or other 
servitudes or restrictions, hereafter created, by 
which the title or use of real property is burden- 
ed, but not including mortgages, trusts, or estates 
in possession, reversion and remainder, shall cease 
to be valid and operative thirty years after the 
instrument creating them becomes effective. And 
all such interests burdening real property, now 
effective or hereafter created, shall cease to be 
valid and operative whenever they become of 
merely nominal value and, through change in 
condition of the neighboring land or otherwise, 
of no actual and substantial benefit to the party 
or parties to whom or in whose favor they have 
existed.”’ 


As to the latter sentence, Judge Clark 
suggested that he thought it could be made 
applicable to pending interests, as being 
substantially existing law (relying on Cali- 
fornia and Missouri decisions and the views 
of text writers). In the draft which, by 
vote of the Section, is being presented to 
the National Conference of Commissioners 
on Uniform State Laws, he added a final 
note as follows: 


“Note. Two suggestions made when this paper 
was read deserve careful consideration. The first 
is that occasionally the equitable restriction may 
not have fulfilled its entire purpose within thirty 
years and that there should be some means where- 
by a majority of the owners of neighboring land 
could obtain its continuance. If this is thought 
desirable, it would not be difficult to add a pro- 
viso to the first sentence of the proposed statute 
that in the event a majority of the present own- 
ers of land, for the benefit of which the restric- 
tion was originally created as part of a plan of 
land development affecting several parcels of land, 
execute and record an instrument, in form ade- 
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quate to convey land, stating their desire therefor, 
the period of thirty years shall be determined from 
the effective date of such instrument. 


“And the second is that not all courts may agree 
with the writer’s view (stated in his Covenants 
at pages 65, 66) that railroad and utility rights 
of way are more than easements, involving pos- 
session, etc., and are really at least base fees. 
In that event it might be desirable to add at the 
end of the ‘but’ clause of the first sentence ‘or 
for the maintenance of transmission or transpor- 
tation lines.’ ”’ 


o———_—__—_- 


To Hear Leach and Ward 


The Eighth New England Trust Con- 
ference under the auspices of the Corpo- 
rate Fiduciaries Association of Boston will 
be held on December 12, at the Parker 
House, Boston. A very interesting pro- 
gram has been arranged. 


The morning’s first session will be de- 
voted to discussion on Common Trust 
Funds, particularly timely in view of the 
enabling statute recently enacted by the 
Massachusetts Legislature. Rodman Ward, 
vice president of the Equitable: Trust Com- 
pany, of Wilmington, Del., will address 
the Conference on this subject. Mr. Ward 
has had considerable experience with Com- 
mon Trust Funds and his remarks are ex- 
pected to assist banks in arriving at a de- 
cision in reference to starting such a fund. 


Powers of Appointment is the subject 
for the morning’s second session. Par- 
ticular reference will be made to tax and 
other advantages of such powers. Pro- 
fessor W. Barton Leach, of the Harvard 
Law School, will talk on this subject. Pro- 
fessor Leach is the author of the chapter 
on Powers of Appointment in the American 
Law Institute’s Restatement of the Law of 
Property. 

The sessions following lunch will be de- 
voted to investments. Malcolm Wight, 
Secretary of Hartford Fire Insurance Com- 
pany, will discuss Fire Insurance Compa- 
nies, a subject in which probably every 
trust department will be interested. Mr. 
Wight will give particular emphasis to in- 
surance facts important from an invest- 
ment standpoint and not obtainable from 
an annual report. 

This will be followed by a talk by Dr. 
Karl T. Compton, President of Massachu- 
setts Institute of Technology. Dr. Comp- 
ton will discuss Research and what it is 
accomplishing in its efforts to overcome 
some of the present day problems. Dr. 
Compton is expert on this subject, which, 
under current conditions, is affecting in- 
vestments almost daily. 
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- of an out-of-town trust 
company are required for 
the proper management 
of your clients’ business. 


Monroe Street, east of LaSalle 


Your inquiries are always 
cordially welcomed. 
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Large Imubsts © 
2 IN MINIATURE s 
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A SMALL TRUST is essentially a large trust in miniature. 


It has similar advantages, similar opportunities, similar objectives. 


Like any modern trust, the capital of a Small Trust can be con- 
served for your heirs, while earning income—and if the income is 
inadequate, the flexibility of the Small Trust permits it to be 


supplemented out of capital. 


Like any modern trust, the Small Trust enables the maker to 
profit from allowable tax savings, to command the collective 
judgment of many specialists, to enjoy the experience of our 75 


years of active trust management. 


Only recently have developments enabled us actively to solicit 
Small Trusts. This, then, may be the opportunity you have sought 


to safeguard your capital or the proceeds from your life insurance. 


Let us explain Small Trusts—their advantages . . . why we can 
give them an investment diversification not before possible . . . how 
they are managed . . . what they will cost. You or your attorney, or 


both of you are invited to call—and discuss Small Trusts with one 


FIDELITY - PHILADELPHIA TRUST COMPANY 


ORGANIZED 1866 


135 South Broad Street, Philadelphia 


of our trust officers. 


MEMBER FEDERAL RESERVE SYSTEM @ MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


We believe that Trust Officers will be interested in this 
reproduction on one of our current newspaper advertise- 
ments on Small Trusts. 
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